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THE RURAL ECONOMY OF JAPAN 


SUMMARY 


Japan still mainly rural. — Her agricultural resources, nevertheless, 
small, 547. — Extent of ownership and tenantry, 548. — Highly inten- 
sive cultivation, 550. — The uncertainties of the two main crops, silk 
and rice, 551. — Rural incomes and standards of living, 554. — Arduous 
labor, 558. — Social conditions, 563. — Relation of the rural situation 
to the larger problems of Japan, 566. — Gradual change in the peasantry 
from former docility and submission, 567. — Relations of landowners 
and tenants, 571. — Possibilities of the future, 577. 


WHEN Japan was opened to the West, at the begin- 
ning of the Meiji period, a sudden change was made in 
her internal organization. At that time the common 
people, the great mass of whom were on the land, were 
given the right to come and go as they liked and to com- 
pete for whatever places they might choose. This was 
just about fifty years ago, and about ten years after the 
formal abolition of serfdom in the last of the European 
countries to take that action — Russia. 

Prior to this time Japan was even more nearly com- 
pletely rural than were most of the countries of Europe. 
For centuries before the industrial revolution of the 
eighteenth century the countries around the shores of 
the Mediterranean and Baltic seas and the Atlantic 
Ocean were producing raw materials and manufactures 
for commerce. This commerce, at first confined to the 
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various parts of that same region, was later extended to 
the further parts of Europe, and finally overland to Asia. 
Afterwards it reached out by sea to India, China, Japan, 
and, in the opposite direction, to America. The very 
market thus built up became one of the chief influences 
bringing about the series of inventions which made the 
industrial revolution. Japan appears to have had a 
much less active commerce. Some trade stirred with 
China and Korea and, for about one century, with the 
South Seas and Europe. But for over two centuries pre- 
ceding the coming of Commodore Perry this foreign 
commerce had been restricted to the operations of the 
Dutch on a tiny islet in Nagasaki harbor, and was so 
small and so strictly ordered as to be inconsiderable for 
the nation as a whole. The mass of the people lived 
simply on the land, and the nation was supported by 
their efforts. Even more than the Europe of those days, 
Japan was rural. 

Japan is still mainly rural. Without going into statis- 
tical details, one may say that about one fifth of the 
people of England and Wales are rural, about one third 
of the people of Germany, one half of the people of 
France, and one half of the people of the United States. 
These figures include among the rural many households 
not engaged in agriculture — living in rural communi- 
ties but carrying on other occupations. In Japan about 
two thirds of the people may be classed as rural, and 
just under one half of the total number of households are 
actually engaged in agriculture as their main occupa- 
tion. With a population of 50,000,000 less than con- 
tinental United States, Japan has almost as many 
separate farms — just under 1,000,000 less. In this 
respect Japan is far more like one of the typically agri- 
cultural states of America. Iowa, one of America’s 
leading agricultural states, and one whose wealth comes 
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mostly from the farms, has a population divided be- 
tween rural and urban in just about the same propor- 
tion as Japan’s. Not only is the rural population of 
Japan a large part of the whole; it is steadily growing. 
It is growing much less rapidly, however, than the popu- 
lation of the cities. In the past ten years the number of 
agricultural households has increased by one and three 
tenths per cent, while the population as a whole has in- 
creased about 10 per cent. If we include Germany and 
Russia among the “great powers,” and then exclude 
only Russia, Japan appears to be more largely agri- 
cultural than any other “great power” today. 

In spite of the fact that Japan depends thus largely 
upon agriculture, her agricultural resources are very 
small. Her arable area is 15,000,000 acres, while that of 
the United Kingdom is 20,000,000, of France 60,000,000, 
of Germany 65,000,000, and of the United States over 
500,000,000 acres.: When we consider the importance 
of grazing in these countries as compared with its al- 
most total absence in Japan, the contrast will be still 
more unfayurable. Furthermore, the land in Japan is 
not very fertile. Some of the paddy-fields have good 
natural soil, and most of them have been much im- 
proved by artificial methods. But even the rice-fields 
extend toward and into the mountains, where the sea- 
sons are short and cold and where soil is thin indeed. 
Most of the upland is equal only to very mediocre 
American land, and cannot be compared to the black 
loam of the Mississippi Valley. 

This 15,000,000 acres includes arable land only. Be- 
sides this land the farmers occupy their house-lots, and 
in a very small percentage of cases there are mountain 
pastures. Some addition is also made to area and in- 


1. For the United States this figure represents “improved”’ land, some of which has 
never been plowed. It is little more than half the total farm area. 
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come by forestry. Allowing a little on these scores and 
including the building lots, the average Japanese farm 
consists of just about three acres. In the United States 
the average farm contains 148 acres — about fifty times 
as much. 

Let us see how this area is distributed among the 
people. It is generally considered a favorable situation 
when a large proportion of the farmers work independ- 
ently and on their own land. Japan is a country of 
small holdings; we find almost none of those great 
estates of which England furnishes the classic example. 
Of the few large holdings in the country a dispropor- 
tionately large number is in Hokkaido. Unfortunately 
the number of large holdings is increasing more rapidly, 
in proportion, than any others. Within ten years the 
number of holdings over 125 acres has increased by 46 
per cent. With 5,500,000 agricultural households there 
are 4,845,000 owners. Of these owners about 1,000,000 
carry on no farming operations on their own account. 
A goodly number of these non-farming owners must be 
absentee owners, living in the cities or towns. While 
there are no statistics concerning this matter, it is 
likely that these absentee landlords are mostly small 
owners who have taken up a town or city occupation 
but who are not yet ready to part with the parcels of 
land which they had in possession. Except for the 
great estates in Hokkaido, which were settled upon the 
dispossessed feudal lords at the time of the Meiji restora- 
tion, most of the large landowners occupy their estates 
and carry on under their own direction some farming 
operations. 

Altho a good share of the people own some land, 
many of the holdings are extremely small: and when 
we consider areas, we find that tenantry is very preva- 
lent. The best land is that put into paddy-fields for 
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rice: and over half of it is farmed by tenants. Of the 
total arable area of the country 46 per cent is tenanted. 
In the United States 28 per cent of the farm area is 
tenanted. 

Of the 5,500,000 households engaged in agriculture, 
31 per cent cultivate their own land only. The remain- 
der, nearly 70 per cent, are dependent to some extent on 
rented land. Of this 70 per cent, 30 per cent are pure 
tenants, owning no land at all. The remaining 40 per 
cent combine tenantry with the cultivation of some land 
of their own. The number of owners who possess less 
than one and a quarter acres is just a little larger than 
the number of farmers who cultivate their own and some 
tenanted land. This causes the suspicion that a very 
large proportion own very little land. 

Some changes in ownership and tenantry are taking 
place. On the whole these changes are for the worse. 
The actual farming population is being more and more 
divorced from ownership in the land it cultivates. 
Those families which own all the land they work are 
becoming not only fewer in proportion to the whole, but 
fewer absolutely. In the last ten years there has been a 
loss of 100,000. Correspondingly there has been a 
marked increase in the proportionate and absolute 
number of those dependent entirely, and those depend- 
ent partially, upon rented land. Thus the entire in- 
crease in agricultural households is an increase in 
tenants, or partial tenants. And besides this, 100,000 
who owned the land they cultivated have become 
tenants. 

We find, therefore, not only that Japan’s agricultural 
population, which constitutes two thirds of the whole 
nation, is working on very meagre resources, but that 
those resources are, for the well-being of the farmers 
themselves, very poorly distributed. Also that the dis- 
tribution is growing worse rather than better. 
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Let us now consider the methods employed and the 
crops produced. With farms averaging three acres in 
extent the agriculture is perforce extremely intensive. 
In order to provide even the barest necessities for a 
family, such an amount of labor and attention must be 
given as will bring the crop as nearly as possible to the 
maximum. The fields are treated much more carefully 
than gardens are in the West; and to one who looks at 
them and their verdure alone there is no finer sight than 
a Japanese countryside in early summer. In a compara- 
tively level community which I know, the fields are 
divided into separate patches of every imaginable shape, 
which average about one tenth of an acre in size. Al- 
most exactly half the land is rice-paddy, and this has all 
been graded to absolute level in these tiny fields. Every 
paddy is surrounded by dikes. Many of the upland 
fields have been leveled and made secure in their places 
by terracing. Great additional labor has been spent in 
providing further dikes and ditches for drainage and 
irrigation. Surely these improvements in the land con- 
stitute the greatest material inheritance from the labors 
of their ancestors which this generation has received. 
The leveling facilitates working and retains all natural 
or artificial fertilizers. It also makes possible the con- 
tinuous growing of such heavy-yielding water-crops as 
rice on the paddy, and of multiple crops on the upland. 
From 30 to 40 per cent of the rice land also produces a 
crop of winter wheat or barley. The irrigation systems 
furnish water in such abundance as to force the largest 
possible crop-formation, and the drainage canals and 
flood-controlling dikes allow the cultivation of large 
areas which would otherwise be either periodically or 
permanently inundated. 

Rice is far and away the most important crop. Its 
total value is normally considerably over half that of the 
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entire agricultural produce. Cocoons are easily second 
in importance. Every prefecture produces both rice and 
cocoons, but there is considerable specialization, owing 
to the lay of the land. In low-lying plains or valleys a 
large share is given to rice, while mountainous districts 
such as Nagano, Gumma, and other prefectures in the 
central part of the main island have a disproportionately 
large area given to mulberry plantations. In Gumma 
prefecture one third of the total cultivated area is 
planted in mulberry trees. The total area so planted in 
the whole country is, however, only one seventh as large 
as that planted in rice. 

Less important crops are wheat, barley, naked barley, 
soya beans, the giant radish (daikon), and a number of 
crops such as cucumber, melons, egg-plant, maize, most 
of which are consumed green. Besides these there are 
special crops in different localities, but these occupy a 
small place in the agricultural income as a whole. 
Tobacco is grown for the monopoly bureau, and a small 
amount of cotton is grown for domestic use. 

These upland crops are grown in rotation, and great 
care is taken to get the largest possible use of the land 
during the season when conditions of moisture and 
temperature make possible large growths. Quick-matur- 
ing crops are selected; and in order that no land-time be 
wasted, some crop which may be transplated is started 
in a forcing bed in time to be set out between the rows as 
soon as the first crop begins to mature. With individual 
fertilizing, it becomes well rooted and is ready for its 
most important growth by the time the earlier crop has 
been harvested and the land worked. Nothing can im- 
press one more strongly with the way in which its qual- 
ity of extension makes land differ from all other kinds of 
property in an agricultural community. Plants can 
grow only when they have their roots in earth and their 
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leaves and branches in air and sunlight. Because of the 
limitations of space, a given piece of land furnishes only 
a given amount of room for plants to be thus situated. 
And owing to the limitations of seasons, there is only a 
given amount of time when the conditions of tempera- 
ture and moisture are such as to allow growth. The 
Japanese farmer, like the other farmers of the Orient, 
makes the most possible of this combination while it 
lasts. Only in that way is it possible to force from his 
farm sufficient for subsistence. 

The staples upon which the farmer depends for a 
money-return with which he can pay taxes, buy fer- 
tilizers, tools, and other articles, are rice and cocoons. 
If these fail him, the Japanese farmer is in a bad way 
indeed. Unfortunately, incomes from these commodi- 
ties fluctuate violently. Farming in Japan is a highly 
speculative occupation. 

In the first place, because of poor land, continuous 
cropping, and multiple crops, there must be heavy out- 
lays for fertilizers. Not only every possible fertilizing 
material on the farm is utilized, but large expenditures 
are made for artificial fertilizers. Especially is this the 
case when the price outlook is good. These money- 
fertilizers alone frequently cost as much as one fifth the 
value of the crops on rice-land. In 1919 the value of the 
total amount used in the country seems to have been 
equal to about one tenth the value of the total farm 
produce. These outlays must be made, of course, before 
anyone knows what the crop is to be and before one can 
more than guess at what the price will be. 

In the second place, the prices of both rice and silk 
are subject to violent fluctuations. Rice is produced 
almost strictly for the home market, and the total nor- 
mal crop is just about equal to the food requirement. 
Because the Japanese do not like the taste of rice grown 
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elsewhere, the price of home-grown is driven dispropor- 
tionately high by any slight shortage. Again, because 
the home demand is very inelastic, and because outside 
rice-consuming people either grow their own or have not 
the wherewithal to buy, a very large crop is sure to see 
the price reduced to a figure which is ruinous for the 
farmer. Still other dangers beset the rice-grower. As 
rice is his mainstay, he cannot be satisfied with too small 
a crop, and that depends, to a considerable extent, on 
the weather. It may be too dry; that is, the summer 
rains may not come in sufficient abundance to allow for 
proper growth. Or it may be too wet; that is, it may 
rain while the crop is in flower, thus preventing proper 
pollenization; or it may rain too much and the crop be 
hindered in its development or totally destroyed by 
floods. Thus if it is not too wet it is quite likely to be too 
dry. In either case the crop will be too small. And if the 
crop should escape being too small, it is almost certain 
that it will be too large. It is no wonder that gambling 
has always seemed natural to the Oriental mind. 

Silk is likewise uncertain as to both crop and price. 
The silkworm is subject to a variety of diseases any one 
of which may bring all one’s work and use of land to 
naught. This last season the summer worms’ cocoons 
were almost worthless in many places because the 
weather was too hot. The other principal difficulty 
with silk is its price. It is sold principally on the Ameri- 
can market, where it is a luxury. If things go well with 
the Americans, they go well with the Japanese silk- 
producers. If there is business depression on the op- 
posite side of the Pacific, there is stagnation here. Silk 
fell from Y 4360 to Y 1130 per 100 kin between January 
and August in 1920. Land which has been planted in 
mulberry trees cannot be shifted to other uses for a sea- 
son and then back to mulberry. Such shifting requires 
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years. Any one of a great variety of matters over which 
the farmer has almost no control may render his efforts 
and expenditure useless. 

Some of the money-crops are suffering from foreign 
competition. Wheat is one of these. The large-scale, 
machine-using farms on the plains of Canada and the 
United States can starve the man with a three-acre farm 
and a hoe, just as surely as a cotton-mill can starve the 
spinster with her wheel. 


I should like now to undertake an appraisal of the 
standard of life which the people on these farms are able 
to maintain. The really ultimate problems of economics 
have to do with incomes. Given the burdens to be borne 
and the rewards received, we can, without being accused 
of economic determinism, claim to estimate the good 
which is possible in a person’s life. The balance, or 
shortage, between effort and income is the part of eco- 
nomics which relates most directly to the soul. 

This is at once the most important and the most diffi- 
cult part of our inquiry: Such an appraisal is difficult in 
any country by any person. It would be difficult for a 
Japanese in Japan. It is more difficult for a foreigner. 
There are various reasons why the life of the Japanese 
country people is especially hard for a foreigner to un- 
derstand. In the first place, the “‘farms”’ are unlike 
ours. Scattered as they are here and there in tiny 
patches, it is almost impossible for anyone except an old 
Japanese resident to get track of the separate farms of 
even a small group. Again, the crops are unfamiliar to 
most Western people. We are generally unfamiliar with 
either rice or silk; and the other crops are produced so 
differently, with their seed-bed forcing, row- and hill- 
working, individual fertilizing, and quick rotations, that 
it takes time for one to get even the practical compre- 
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hension of what it is all about. Then there is, of course, 
the language, and the supposed “‘psychology” of the 
people. It would baffle even the ‘‘old diplomacy” to 
discover the secrets of one of these villages. 

Secrecy, however, is not peculiar to the Japanese race 
or to Japanese agriculture. When Eden made his in- 
quiry into the “State of the Poor” in England in 1795, 
he found both rich and poor somewhat uncommunica- 
tive on certain interesting subjects. Of ‘‘Rent of Land 
and Land Tax” he says, ‘‘These are sensitive plants 
which shrink from the hand of the political querist.” 
There was talk then of equalizing the land tax, and 
Eden adds that it is ‘‘perhaps not to be expected that 
every country gentleman (even in this enlightened age) 
should be ready to communicate information which may 
facilitate that great financial operation.” It is exactly 
this same fear of redistribution of taxation that makes it 
very difficult to get accurate information about produc- 
tion or earnings in Japan. Again, like people everywhere, 
the Japanese prefers to be represented as prosperous, 
other things being equal. Therefore, if he feels pretty cer- 
tain that it will not go to the officials, a Japanese farmer 
is likely to give an optimistic report to a stranger. But 
when it comes to exact data he is cautious. Speaking of 
the difficulties of getting information about the incomes 
and expenditures of laborers, Eden says: ‘‘Some men 
are so habitually careless, that they are totally unable 
to give any satisfactory information; others, who could 
give tolerable answers, think that enquiries concerning 
them can have no important object in view, and are 
therefore inaccurate; and a third class (which is by far 
the most numerous) are so apprehensive that the ulti- 
mate object of questioning them is to effect a reduction 
in their wages, or something equally disagreeable, that 
they are unchangeably mysterious and insincere... . 
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Beer is an article of expense, of which the laborer will 
seldom give any, and, still seldomer, an accurate ac- 
count. It is, however, chiefly on the score of earnings, 
that he confounds all enquiries, either by taciturnity or 
misrepresentation.’’ This describes the Japanese situa- 
tion pretty accurately. Eden concluded that expendi- 
tures were generally exaggerated, while incomes were 
generally understated. The same appears to be true 
here. Truth, it appears, was in the beginning, is now, 
and ever shall be, difficult to discover. 

The standard of living among the Japanese country 
people, when measured by any Western standard, is 
very low. Of course the standard of living, not in the 
country alone but among most groups of Japanese, is 
low. It has been estimated by a British statistician that 
at the outbreak of the recent war the average annual 
per-capita production of wealth in Japan was $29. The 
average family in Japan is almost exactly five in num- 
ber, thus giving a possible family income of $145, or 
290 yen. His figure for the United States was more than 
eleven times, and for the United Kingdom more than 
eight times, as much. It is difficult to make such calcu- 
lations accurate, and no one maintains that they are 
more than careful estimates. But the average incomes 
in Japanese agriculture are especially low. In 1908 the 
Department of Agriculture published figures showing an 
average production of agricultural produce per agri- 
cultural household of 214 yen. The corresponding figure 
per farm in the United States for 1910 was 3155 yen. 
It should be noted that these figures are not strictly 
comparable, as the ‘‘farm” in the United States may 
include several adult workers or even several families all 
working under one entrepreneur. But the difference is 
not so great as might be expected; because in Japan we 
sometimes find in one household persons who would live 
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separately and constitute several households in America. 
In 1915 the average produce per agricultural household 
in Japan was 238 yen, as against 3314 yen in the United 
States. In 1919, when everything was very high-priced 
in Japan, the figures were respectively 727 yen and just 
under 5000 yen. The prices of rice and raw silk were 
then nearly double what they are today. Allowing for 
fertilizing, the average net rice crop per agricultural 
family as forecasted for this year will be about 9 koku. 
Rice is now selling for about 25 yen per koku, thus mak- 
ing 225 yen per agricultural household. Prices for 
cocoons were better, but it is doubtful whether there 
will be an average production of more than 500 yen 
worth of farm produce per farm family this year. And 
prices are yet just about double the pre-war prices. 
This takes no account of farm expense. 

It is not easy for the casual traveler to realize the 
situation as to ‘‘farm,” or family, production in Japan. 
The ‘‘farm” does not lie in one piece. The crops of one 
family are scattered in tiny patches over great open 
fields, and there is no way by which they may be vis- 
ualized or estimated as a whole. Again, the fields are so 
carefully tended and the crops so luxuriant that an 
Occidental cannot help concluding that the farmers are 
industrious, thrifty, and prosperous. The observer 
generally forgets that the income of a farm family is the 
product of two quantities — produce per acre and acres 
in the farm. In Japan, produce per acre is immense, as 
compared to most Western countries; but the acreage 
per farm is so very small as to make the total only a 
fraction of the total in most Western countries. There 
is also a much heavier proportional expense for fer- 
tilizers than in the Occident. Again, we have been 
speaking of average produce per farm, and taking no 
account of the fact that the most fertile half of the land 
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in Japan is tenanted and that one half its produce goes 
to the landlords. 

Nevertheless, in spite of these low productivities, 
there is a large number of wholesome and self-respecting 
people on the land in Japan. It seems impossible to 
maintain respectability on three acres of mud. But it 
has unquestionably been done in Japan. Whether it will 
continue to be done in the future is another question. 
Some of the farmers who own their farms and homes 
have as much pride in their work and its results as 
people anywhere. They surely compare favorably with 
either farmers or factory hands in the West. Among the 
landlords there is frequently a very high degree of gen- 
tility. Their estates are usually beautifully and taste- 
fully arranged, and some of them are luxurious. Many 
of these men are descended from able families and are fit 
to carry on the traditions. The dark spot in rural Japan 
— and it is a very large and a very dark spot — is in the 
condition of the tenants and smallest owners. Unfor- 
tunately, these constitute the majority of the farming 
population. Judged by any Western standard, they are 
miserable. 

Let us drop the monetary measures, for a moment, 
and try to speak of the life itself. The efforts which the 
country people put forth are surely arduous. Someone 
says that in America farming has become a “‘sedentary 
occupation.”” In Japan it isnot so. A “crawling occupa- 
tion” would be nearer a correct description. Much of 
the work is heavy. Because the fields are so tiny and 
because it is necessary to keep them in the finest possible 
condition, very little animal power is used. The rice- 
fields must be worked standing in the mud, sometimes to 
the ankles, sometimes to the knees, and in certain dis- 
tricts, almost to the hips. It is the sight of men and 
women wallowing in this mud that makes it almost im- 
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possible for the ordinary foreigner really to humanize 
the Japanese farmer. It seems impossible that his am- 
bitions and ideals should be like our own. We cannot 
easily imagine him falling desperately in love with the 
bespattered mermaid in the next paddy. But youth 
aspires in spite of mud, and spring and sweet sixteen are 
matters of time and not of place. The rice is weeded and 
the ground, or mud, stirred about three times during the 
summer. Much of this is done with the naked hand. 
Standing half to the knees and half to the elbows in the 
mud on a hot July day, the sun full on one’s back, is not 
easy work. But in this way the roots of every plant may 
be carefully guarded, and any blades of grass may be 
thrust into the soil where they not only die but become 
fertilizer. The wet fields may be worked even in heavy 
rain. The mere exposure in this way must be a severe 
strain on the physique. Harvesting and threshing make 
slow, laborious tasks for muscles alone. 

Tending the upland crop also is heavy work. The 
ground is dug deeply from five to eight times with the 
hoe or lung spade, depending on the crops. Much fur- 
ther labor is given to pulverizing, weeding, fertilizing. 
The mulberry branches must be cut and carried to the 
house, and generally, tho this method is partially pass- 
ing away, have the leaves stripped from the branches. 
The care of silk-worms is irksome labor. When small, 
they require the most painstaking care, and when large, 
they eat enormous quantities and at the most uncon- 
ventional hours. Having gorged at 11 p.m., they demand 
another feast at three in the morning. At this age they 
become so large as to occupy the entire house, and the 
worn-out, half-sick people, who sometimes rear two or 
three successive hatchings both in the spring and in the 
fall, have hardly a decent place in which to lie down 
when time is available. Such work is akin to being on 
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both day and night shifts for about two weeks, and often 
longer, at the hottest time in the season. Women, espe- 
cially old women, must curse the Chinese Empress who 
“invented” the silk-worm. 

In the main, I see no way by which these labors could 
be lightened. The only way to get a living off one of 
these tiny farms is to treat it as one would treat a gar- 
den. American agricultural machinery would destroy 
more than it would produce. The dikes and ditches 
could never stand it, and in the tiny fields too much 
turning would destroy the whole crop. With horses and 
wheels on the land the second crops would be impos- 
sible. European and American agricultural methods 
would no more work on a Japanese farm, than Japanese 
methods would work on a European or American farm. 
Each system doubtless has defects which might be 
eliminated, but, on the whole, each is pretty well 
adapted to its environment. 

The housework. could be made easier. The Japanese 
farm kitchen is about as poor as could be imagined. 
Where a horse is kept, his stall is usually next door to the 
kitchen and in one corner of the house. The kitchen 
floor is of dirt, and the principal furniture it contains is a 
mud case on top of which a pot sits. This serves as a 
stove. It has no chimney. The fuel is generally waste 
material, such as straw or the dried stems of some vege- 
table. Being quickly burned, it must be almost con- 
tinuously applied. The person who sits with watering 
eyes in that cloud of compressed smoke is not only cook- 
ing the food — she is also converting worthless matter 
into potash for the fields. There is no thought of labor- 
saving devices. Human effort is the only thing the farm 
family has in abundance. It is always oversupplied. 
The difficulty is to discover ways in which one’s time 
can be utilized so as to add some slight increment to the 
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produce. The women give all the time they can to the 
fields and the balance to making a home. Frequently 
they follow a subsidiary occupation, a hand-loom, gen- 
erally very old-fashioned, being a common possession. 
Many of these looms do not have the flying shuttle, in- 
vented in England in 1737, and much more than dou- 
bling the output. On each of these looms a tax of from 
one to two yen a year must be paid. 

Not only do the efforts required try body and soul 
alike. The satisfactions received are very meagre. All 
these things vary, however, with the economic position 
of the farmer. Owners of large farms have generally 
very good houses. So also have many of the smaller in- 
dependent owners. But this is not the rule among them. 
They are usually small and in a comparatively poor 
state of repair. For the class dependent to any extent 
upon rented land they are commonly poor indeed. Very 
many of them are as poor as shacks can be. The fur- 
niture is almost nothing. Very little tatami (thick floor- 
matting) is afforded, altho the people live on the floors. 
Frequently half the house has only dirt floors. The 
house is usually a sort of store-house as well. It is there- 
fore packed full, both above and below, with every kind 
of trash from which the slightest service can ever be got. 
Often in exposed places, these houses are extremely cold 
in winter. There is usually an attempt to protect from 
wind, and at the same time produce something of value, 
by planting trees about. This helps so far as the winter 
cold is concerned. On the other hand, it prevents the 
coming in of the sunshine in summer and often makes 
the whole place damp and mouldy. Considering the 
housing of the masses in Japanese cities, one should be 
careful not to overestimate the badness of country 
houses. However, I believe that a much larger propor- 
tion of the country people are insufficiently housed than 
of the city people. 
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Clothing likewise is very poor. Much of it is woven 
by the women of the household by hand-loom. The 
quality is poor. While these people produce 60 per cent 
of the raw silk of international commerce, they exchange 
it without a murmur for the poorest of cottons. It re- 
quires a deal of work to keep the clothing in use during 
the time it must serve. The good women patch and darn 
as long as there are edges to the holes. But among the 
small owners there is proud possession of real silk 
kimono with the family crest. These are handed down 
from generation to generation. The legal right to dress 
in silk is one of the boons which came with the Meiji 
restoration. 

The food, like the housing and clothing, varies with 
the class of farmer. Those who own considerable land 
live well. But even the family of a man with five acres of 
arable land (which is double the average) eats very plain 
food. In these better houses rice is the staple. Even 
there it frequently has some barley mixed with it. In 
the poorer families barley is often more than 50 per cent 
of the whole. Very little animal food is taken. Only 
occasional eggs and a very little fish, especially dried 
fish, are eaten. The only variety is in the cheapest vege- 
tables, which come and go with the seasons. All is sold 
that will sell. Most of the fish are tiny things filched 
before their growth from the irrigation ditches. Protein 
is supplied by various bean foods, the most common of 
which are miso and shoyu. The first of these is made 
from beans and barley and the latter from beans and 
wheat. A few green vegetables, such as egg-plant, cu- 
cumber, and melons, help out during the summer. 
Daikon and sweet potatoes come in the fall, and the 
various kinds of pickles are never lacking. Very little 
meat finds its way to the farmhouse. Some simple cakes 
are commonly on hand for guests. 
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Opportunities for diversion and personal development 
are almost entirely lacking. Chiefly this is because of 
poverty; partly it is due to isolation. Neither per- 
manent nor touring entertainments of any value can be 
supported from the returns in the villages. Men ride 
bicycles up to twenty miles, to see a worn-out moving- 
picture. Women must get their diversion among the 
neighbors. However, Japanese people are fairly good at 
entertaining themselves. The houses are close together, 
and the village community often allows for a training in 
socialization which the children on the more widely 
separated farms in America, for instance, do not receive. 
The people are together a great deal and enjoy them- 
selves; but there is little that is new. The children 
generally have nothing like toys with which to amuse 
themselves. It is as the people grow older that their 
environment begins to tell. A few personalities are re- 
markably well developed, but this is rare. Among the 
poor it is almost never so. 

The community is generally large enough to have a 
good-sized school, tho in the mountains it is not. So 
far as I have seen the schools, they appear to be good 
investments. They are generally overcrowded with 
children and always undersupplied with funds. The 
teachers, especially the principals, are often men of fine 
mind and character and are highly respected. Com- 
monly their families carry on some farming to help 
meet the family expenses. 

The Young Men’s associations frequently do good 
work. Some of the best men lead them, and they take 
an interest in the life of the community. Various public 
meetings and lectures of value to farmers are arranged 
by them. Athletic meets are held; the members are on 
hand to assist in any worthy cause, much as the Boy 
Scout organization is with us. But the associations are 
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also composed of older and more mature men, who take 
up serious matters. A library is kept, social meetings 
are held, and an annual trip is taken to some famous 
place. 

Family relations seem to be more wholesome, perhaps, 
than in the cities. Husband and wife are more nearly 
equals. He turns his hand readily to household duties 
and she works in the fields. They appear to have shared 
much the same experience and to have common knowl- 
edge and common interests. One sees them going about 
together and talking with each other infinitely more 
than one sees city people doing. I do not believe that 
the tendency to put women in the background is so com- 
mon in the country as in the cities. The attitudes seem 
to a Westerner much more natural. Indeed, the coun- 
try people seem in every way much more like Western 
people. The code of the farmer did not so strictly forbid 
normal association of men and women as did the codes 
of the samurai and priestly classes. Upper-class Jap- 
anese society has been affected much more by the ideals 
of the soldiers and priests than by those of the farmers. 

Religion seems to attract comparatively little atten- 
tion. The people do not feel very deeply about it in the 
sections in which I have stayed. The Buddhists were 
called “‘grave-tenders.”’ There was no other form of 
religious organization. Certain festivals are continued, 
perhaps much as Christmas trees are still decorated by 
persons who are not Christians. The forms remain, tho 
the beliefs in which they originated have been aban- 
doned. I doubt whether the famous ‘‘Bon’’ festival is 
celebrated because most of the people believe in the 
actual return of the souls of the dead. But it was cele- 
brated in every house in the village in which I stopped. 
It is a beautiful way in which to call to mind, gratefully, 
the line of ancestors who handed on, not only bodily 
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existence, but perhaps the farm and home as well. If 
one’s ancestors’ resting places are scattered back and 
forth across the continent of Europe and then across 
America, it is not easy to visualize them and feel very 
keenly about them. But if their gravestones are set in a 
row nearby, where one has seen them from his youth, 
and if one has worked the same land which they worked, 
perhaps reclaimed, and has lived in the same house and 
worn some of the same clothes, it is easier to feel that 
they have contributed to his well-being. The little cer- 
emony of gratitude to these dead seems as natural as 
our Christmas festivities for delighting the children and 
expressing gratitude to our freinds. 

The people seem to take a real interest in the Shinto 
shrines and their festivals. Their effect in exciting a 
feeling of gratitude and veneration did not appear to be 
much different from that engendered by, say, the Bon 
festival. 

To summarize, the people live, physically and men- 
tally, on a very low plane. I cannot say that they live on 
a low plane morally. These things are not easily esti- 
mated, and appraisement is difficult for a foreigner. 
They work very hard at certain seasons and their bodies 
soon show the effects of it. At other seasons they have 
little to do and spend a good deal of time in unprofitable 
idleness. The trouble is that there is no way in which to 
spend this idle time to advantage. The food, clothing, 
housing and general culture depend in almost all cases 
on economic position. The better-off people maintain 
very acceptable standards in all these matters. But 
they are a small percentage of the whole. Even so, they 
seem to be influenced by the general practices of the 
community and, except in very rare cases, spend little on 
things which are not necessary. It requires very great 
care, even among those owning their farms, to enable 
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one to lay aside 200 or 300 yen a year. Everyone ap- 
pears to live most economically. It is necessary for 
them to do so. The same community lives on, decade 
after decade, on the same land. The houses and other 
improvements remain at about the same degree of poor- 
ness, and only occasionally does any member get enough 
ahead to buy outside property. In the main, altho that 
is changing somewhat now, the same community owns 
the same property which it owned fifty years ago. The 
principal changes appear to be occasional changes in the 
persons owning certain property, especially land. Also, 
at present, many are becoming permanently landless. A 
family rises for a few generations and then falls and 
another takes its place as property owner. But these 
changes are not a large thing in the community. Selling 
land is serious business. It appears to be only rare men 
with rare wives, for producing and refusing to spend, 
who get anything ahead. Sometimes there is a favor- 
able period, like the recent war, when prices rise and 
some make money. But wherever I have inquired, I 
have been told that the community is now economically 
about where it was in 1914. The bulk of the community 
is divided into those who have a little and those who 
have nothing. Those who have a little must live this 
way or they will lose it, while those who have nothing 
must live the same way, because there is no alternative. 
Nevertheless, there are considerations which make 
such a life possible. The great asset is the open air and 
the exercise — perhaps a part of it. With that, and food 
which in spite of its monotony and plainness is per- 
haps wholesome, they live on, but few of them are en- 
thusiastic. 
- 
I believe that the relations of the present rural situa- 
tion to some of the larger problems connected with 
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Japan have been much overlooked. Surely foreigners 
have given little attention to them. Europeans and 
Americans have overlooked the peasantry, partially 
because anyone in a comfortable position almost in- 
variably secretly despises those who are poor. It satis- 
fies our pride much more to examine the affairs of a 
nobleman than of a peasant. Our own recent serious 
social problems have not grown out of the situations in 
which peasantry were involved. Our eyes and ears have 
been open for anything like organized industrial labor 
or the growth of socialism, even for “‘trusts.”’ That was 
what we had experienced, and of course Japan must 
have the same. Probably, too, some of our ideas about 
the ‘“‘unchanging East’’ led us to feel that these people 
were psychologically different. They had done that way 
for ages and would continue. Their lives were peculiar, 
but there was no accounting for or explaining it. 

I believe that modern Japanese leaders also under- 
estimate the importance of the rural situation. For a 
good many generations prior to the Meiji restoration 
the farmers were a docile class. They were not docile 
because of any peculiarity of psychology, but because 
they were better off than the farmers in the countries of 
which they knew and because the swords were always in 
readiness against them. Moreover, an attitude of sub- 
mission develops under feudalism and is not imme- 
diately eradicated. Since the Meiji restoration they 
have continued for the most part to be docile. It is quite 
natural that Japanese of the more comfortable and 
highly educated classes should come to feel that this is 
the nature of farm people. The lack of deference which is 
commonly shown to farmers makes it pretty clear that 
this is true. However, I have been impressed by the 
fundamental similarity of the country man to the city 
man. The farmer is just as eager and active and aggres- 

















568 QUARTERLY JOURNAL OF ECONOMICS 


sive as is any Japanese. The only difference lies in the 
fact that he has not yet quite fully realized his freedom. 
Indeed, when freedom was granted, it was in no way the 
result of the people’s efforts. That revolution was made 
by others. They were merely innocent persons who 
profited by a movement in which they had no part. 
(That is, if freedom and responsibility are a profit.) It 
is quite natural, then, that all the Japanese people 
should be slow to realize the full meaning of the change 
which has come. 

It would seem that one of the most significant facts 
about the peasantry is that they have not only been 
given self-determination but that they have been intro- 
duced, however imperfectly, to a new civilization whose 
standard of life is very much higher than their own and 
whose social philosophy is that all men are created free 
and equal. Universal education, the reading of books 
written from the standpoint of modern science, and the 
idea of equality and fraternity, together with continued 
relations with countries whose policies are largely in- 
fluenced by the laboring people, are working a change in 
the Japanese countryman. One may prophesy that this 
change is going to be more noticeable before many years 
pass. 

Organized as she was for life on the old lines, Japan 
did not ‘‘Westernize” herself immediately and com- 
pletely. Things came in bit by bit, most of them under 
the leadership of the government, and no one yet quite 
understands what is to be permanent. The farmers 
found assistance from the new scientific agriculture and 
considerable help from the government’s desire to de- 
velop an export trade and otherwise to build up the 
national wealth. The rejuvenation of the silk industry 
in this connection was mutually helpful to government 
and farmers. But with the passing of time, some of the 
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more fundamental facts are becoming evident. One of 
the most important of these seems to be that, while 
several branches of human activity in Japan lend them- 
selves to Westernization quite readily, agriculture 
emphatically does not. This is surely one of the most 
significant facts respecting the introduction of this new 
civilization. The spinning of yarns and the weaving of 
cloth were quite early turned over largely to the fac- 
tories. The building of ships and the transportation of 
commodities and passengers both by land and by sea 
were soon largely undertaken. A good deal of mining 
and smelting and other branches of manufacture and a 
part of merchandising have been transformed. Still 
others, such as the cement industry, have been intro- 
duced on Western lines. So the army and navy, even 
education, were partially or wholly transformed. But 
agriculture in Japan was not on a par with these other 
branches of activity. Japanese agriculture differed 
much more widely from occidental agriculture, than 
Japanese manufacturing differed from occidental manu- 
facturing. Its crops were different — a fact sufficient to 
guarantee that Western machinery and methods would 
require considerable modification. 

Most important of all, Japan’s situation as to land 
area and population demanded an intensity of working 
for which those methods and machines were entirely un- 
suited. Without wide areas of land they were useless. 
The older economists made much of the difference be- 
tween land and man-made instruments of production. 
There has been a tendency in recent years to drop the 
distinction upon which they insisted, partly on the 
ground that the land is itself often largely man-made. 
Japan, while she gives a striking example of the truth 
of the latter claim, illustrates also the far more funda- 
mental social importance of the old position. The older 
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economists said that the factories of a country could be 
increased to any desired amount, because they occupied 
very little space as compared to the whole, and they 
were made from materials which could be either mined 
in sufficient quantity at home or imported from abroad. 
The land, they contended, was different. It has been 
given by nature, and by nature its surface has been 
strictly limited. Because manufacturing makes no such 
demands for space it could be changed or introduced 
practically without reference to land-area. With agri- 
culture it was not so. Thus while in Japan the new 
methods worked a revolution in many branches of eco- 
nomic activity, multiplying many-fold the productive 
capacities of some sections of the people, they left those 
on the land very little removed, as regards the funda- 
mental matter of economic productivity, from where 
they had been for centuries. The standards of life with 
which the country was put in touch were such as to de- 
mand a much higher level of productivity than had been 
customary in Japan. Many of the Japanese people be- 
gan to move toward that higher standard of income and 
higher possibility of personal development and satisfac- 
tion with life. So far this has been a gain largely for 
capital, because all the industrialization has not been 
able to lessen the agricultural pressure on the land at all. 
Furthermore, being able to draw labor in any desired 
quantity from the unfailing supply of humanity in the 
villages, the more able or fortunate persons in control of 
capital have given to the city laborers only a small share 
of their greatly increased output. Nevertheless, the 
laborers who have gone into the new manufacturing and 
commerce, in spite of the very unsatisfactory conditions 
of most of the people in mines and factories, are advanc- 
ing more rapidly toward the ‘‘new society” than are the 
farmers. Some are beginning to appropriate the bless- 
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ings of the age of science, with all its increase in produc- 
tive power, in bodily ease and comfort, and, above all, in 
its opportunity to satisfy the desire to study and travel 
and develop personality. But because Japanese agri- 
culture was so very inelastic, seemingly unable to take 
over Western methods to any extent unless the country 
population should be reduced to one tenth, or even less, 
of what it was, the country people have remained be- 
hind. They remain chained to the areas, methods, 
crops, income, and opportunities of medieval Asia, while 
the possibilities of life in the modern world are in plain 
view, just beyond their reach. 

By far the most live question respecting agriculture in 
Japan now is the problem of the relations between the 
landowners and their tenants. For the past five or six 
years there have been disputes, and every year they 
seem to become more plentiful and more serious. It will 
be recalled that nearly half the land is cultivated by 
tenants, that the families who own none of the land they 
cultivate constitute about 30 per cent of the total agri- 
cultural families, and that another 40 per cent are 
dependent to some extent on rented land. Nearly all the 
tenants own their houses and the majority own the small 
bits of land on which the house stands. The rent paid for 
arable land is generally in kind. For rice it is usually a 
fixed amount of that grain, generally around one koku 
per tan, which is equal to about 20 bushels of husked 
rice per acre, or to half the crop. (The average produce 
of rice per acre is nearly double in Japan what it is in the 
United States.) For the upland, which is less commonly 
tenanted, there are different usages. In most cases 
grain-rent is given. It also averages about half the crop. 
Investigation proves, it is said, that 54 per cent of the 
crop on tenanted land goes to the landlords, taking the 
country as a whole. The tenant furnishes the fertilizer 
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and does all the work, delivering to the landlord after 
harvest his proper share. The point at issue is the 
amount that shall be paid in rent. In most cases the 
tenants demand a reduction, and it seems, generally a 
reduction of 30 per cent. 
] The tenants have formed local unions and there has 

been some concerted action. The one of these which 
seems most likely to prove effective is on a national 
scale, with Mr. Kagawa, of Kobe, at its head. It reports 
200 local branches at present. These branches are 
grouped in a few prefectures, one to each village. The 
movement cannot be said to be awe-compelling in its 
present form, but it has great potentialities, supposing 
that anything approaching a nation-wide organization 
could be effected. In some cases the dispute results in a 
compromise, in others the landlords give in, while in 
others they remain obstinate and the tenants must re- 
tain the land under the customary conditions or sur- 
render it. In a number of places large areas cultivated 
by many tenants have been surrendered. If the owners 
attempt to cultivate the land by hired labor there is 
likely to be trouble. Several landlords have been roughly 
handled by tenants, and at least one has lost his life. 

There are many difficulties in the way of effecting a 
national organization. In the first place there is no 
clear-cut consciousness of class in the country districts. 
Generally there are several owners and several tenants 
interspersed with others who are dependent only par- 
tially on rented land. There is no sharp line separating 
any of these groups. Again, the tenants are ignorant 
and generally not aggressive. Their ancestors cultivated 
the same or similar land and gave as large a share of the 
produce. 

On the other hand, there are several factors which sug- 
gest greater likelihood of success. In places where there 
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is only one great landlord, or only a few, the class-con- 
sciousness of the tenants is more marked. The demand 
for a better income on the part of the tenants being 
somewhat akin to the demand of the agricultural popu- 
lation as a whole for better conditions, their movement 
elicits sympathy from many of the landowners, espe- 
cially the smaller ones. Again, there is a very persistent 
desire on the part of the poorer country people to im- 
prove their incomes. The movement seems to offer a 
possible addition and runs quickly to neighboring vil- 
ages. There are further indications of success in the fact 
that intelligent and aggressive leadership is coming to 
the movement from the industrial unions. The forma- 
tion of both local and centralized organizations will 
surely be facilitated by the embryonic organization 
already carried out in most places in which there are 
many tenants. Here meetings have been held occa- 
sionally for discussion of common interests. There is 
generally nothing like a permanent organization, but 
some persons have at least been selected to lead the 
meetings, and some slight esprit de corps has been 
developed. 

The situation is unquestionably a very difficult one. 
I fear that it lies deeper than is generally imagined in 
Japan. It is doubtful whether a reduction in rent will 
permanently solve the question. There are several 
movements for lending to a few selected tenants the 
purchase-price of a few tan of land at a low rate of in- 
terest. This seems to be the worst kind of temporizing. 
The situation demands far more radical treatment. But 
that treatment is not easy to administer. The crux of 
the matter is in the smallness and inadequacy of the 
tenant’s income, especially at times when prices are low 
or when the crop is short. On the other hand, given the 
price at which land sells, the landlords receive a very 
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small return. The share, furthermore, which they take 
of the crop does not seem high when one considers the 
comparative scarcity and high price of land and the 
comparative plenty and low price of labor in Japan. It 
is about the same as the share taken by landlords in the 
American Middle West. The large expenditures for 
fertilizer tend to make the proportion of the total crop 
going to the tenant extremely small, however. Fre- 
quently he gets not over 30 per cent of the crop as his net 
share, And it is in relation to the standard of life which 
he can maintain that the question must be ultimately 
‘considered. Given the small farms as they are, this pro- 
portion leaves an income which is often tragically small. 
Probably there is going to be a very serious comparison 
of the social productivity of land in the hands of land- 
lords and the productivity of the same land in the hands 
of the community. 

Let us take a glance at what a tenant’s income is. Let 
us suppose that a tenant is cultivating this year an 
average-sized farm of 11 tan. With the prices prevailing 
now and with average success with his crops, we may 
estimate his income about as follows. Like the total 
arable land of Japan, let us suppose half of it to be in 
rice. On the average, there will be one tan for mulberry 
trees and of the remaining four and a half tan, two each 
may be put to barley and wheat. There will remain one 
half tan, or one eighth of an acre, for garden vegetables, 
such as the various potatoes, cucumbers, egg-plant. A 
fair crop of rice is two koku per tan. Hence he will have 
one koku per tan after paying rent, or five and a half 
koku. Something like one fifth of the total rice-crop will 
be required for seeding the rice-land. His net return 
for labor on half the farm will thus be about three and 
three tenths koku of rice. Rice is selling now for just 
under 25 yen per koku. This makes his total, say, 83 
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yen. This is for half the farm, and the half which, be- 
cause of its greater productivity, one year with another, 
causes it to be worth on the market from 50 to 100 per 
cent more than the upland half. If he has been success- 
ful with his other crops, however, he will have more from 
them than from the rice-land in this particular year. He 
should have 12 kwan of cocoons from all the three sea- 
sons together. They will bring a return of 150 yen. This 
estimate is not low. If he pays 20 yen in rent for the land 
and 30 yen for fertilizers, seed, heat, etc., the net return 
for his and his family’s labor will be 100 yen. The 
second crops on upland, for the farmer back in the coun- 
try, are not very valuable. If we estimate, therefore, 
that our farmer gets enough from his half of them to pay 
for all the fertilizers on that land, and other expenses 
such as seed and equipment on other land, we shall not 
be very far wrong. Good yields will give him five koku 
of barley and three koku of wheat. After dividing these 
with the landlord and selling them at the present prices, 
he will have left 20-yen worth of barley and 18-yen 
worth of wheat. This makes up the total salable crop. 
Adding together, we have 83 plus 100 plus 20 plus 18 — 
7 221 yen in all. Any small catastrophe which cuts such 
incomes as these to a lower figure reduces the family to 
destitution. We may safely say that there will be a few 
eggs sold and perhaps a few cucumbers or egg-plant. 
But there will also be replacement of tools, upkeep of 
house and buildings. Some members of the family may 
earn a little by outside labor. But the chances to earn 
out in the country are very few. Always the work is 
hard and the pay poor. Very little cash can be got be- 
cause all the neighbors have labor to sell and cash to 
secure, rather than labor to buy and cash to dispose of. 
In 1913, Professor Morimoto of the Hokkaido Agri- 
cultural University investigated the incomes and expen- 
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ditures of 217 tenants living on the large Hokkaido 
college farms averaging 12.6 acres, for which, he states, 
the rent charged was very much less than the regular 
rate. The average income, after paying the expenses of 
farming and adding 61 yen for outside labor performed, 
was 303 yen per family. Altho the food consumed was 
very poor and monotonous, 60 per cent of the total ex- 
penditure was for food. Housing cost was 66 sen per 
month, savings were 1 yen, 19 sen, while education had 
an allowance of 4 yen, 26 sen. These tenants were on 
farms over five times the average size and were paying 
exceptionally low rents. 

It appears that this problem will be difficult for some 
time to come. However, heroic things have been done 
along this line. For a period of between 200 and 300 
years after the great Taikwa Reform in 645 a.p., the 
whole arable land of the country was parceled and re- 
parceled out to the people in such amounts as their 
personal needs were supposed to demand. Doubtless 
there were exceptions, and the system gradually dis- 
appeared. Each male above six years of age received 
two tan and each female above six years received two 
thirds as much. Every six years, at first, and later, 
every twelve years, a new apportionment was made. 
The land was the property of the Emperor and was only 
allowed to the people according to the number of mouths 
to be fed. The same system was used in parts of China 
for centuries. There is no suggestion that any such rev- 
olution is likely to be attempted now. It is mentioned 
to show that there are precedents for wide-sweeping 
changes from the present system, and along lines which 
would be considered extremely radical in the West. 

The problem of tenantry affects most directly, the 
relations of the agricultural people among themselves. 
Clashes of interest are also developing between the 
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agricultural and the industrial and commercial groups. 
Since the beginning of contact with the West the more 
adventurous of the people have taken up industrial and 
commercial enterprise. The government has been 
liberal with various forms of subsidies, borne, for the 
most part, by the farmers. The awakening of the rural 
communities to the fact that they are being left behind 
in the general advance of the country is bringing on a 
conflict which will have significance. If Japan is to be a 
modern power, she must develop industry and com- 
merce. But the farmers are no longer in a mood to have 
that development and the higher standards of comfort 
in the cities supported by subtractions from their own 
already miserable allowances. 

The condition of the people on the land must also 
affect very directly the relations of Japan with her 
neighbors. Opportunities for life are always compara- 
tive. So long as the farmers were unfree and at the same 
time could compare themselves only with those whose 
incomes and standards of comfort were below theirs, 
they were quiet. Now they have freedom and an ever- 
growing knowledge of the wonderful opportunities, 
especially in the newer English-speaking communities 
about the Pacific. Japan may to some extent solve her 
difficulty and give the people a larger economic oppor- 
tunity by turning to industry and commerce. But tak- 
ing the people from the land for this purpose is very 
difficult. An effective change means that a sudden 
swing from small to larger areas must be made; that is, 
a large proportion (actually) of the country people must 
leave the land. For the present farm is about as large as 
an average family can tend, with present methods. 
There must be such a change of areas per farm as to allow 
for a change in crops and methods. Furthermore, it can- 
not be demonstrated that Japan can find escape in 
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manufactures and commerce just because England and 
Germany and some other sections of the world have 
done so. Manufactures, after all, require raw materials 
and markets. Parts of western Europe and America 
were, during the last century, very happily situated in 
this respect. The whole world can no more turn to 
manufacturing than to barbering. Furthermore, some 
of the lands in which it would be necessary to sell are 
well penetrated by the very people who created the 
modern manufacturing and commercial systems. To 
beat these people at their own game will not be easy. 
For some time to come the bulk of the Japanese, then, 
must remain on the land, and accept the incomes which 
the land and their present agricultural system can give. 
But trying to be permanently fraternal with people 
whose incomes are continuously ten times as great or 
one tenth as great is not always successful. The Jap- 
anese agricultural situation should not be overlooked by 
those who would promote peace among the peoples. 


DaniEL H. BucHANAN. 


Kero UNIVERSITY, 
Toxyo, JAPAN. 
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THE ETHICS OF COMPETITION 


SUMMARY 


The central position of the value problem in economic policy. — The 
necessity of formulating ideals, of an “absolute ethics,” 583. — Out- 
line of article, 584.—I. Contrast between theory and practice of 
laissez-faire individualism, (a) in its value scale and organization of 
resources to produce values; (b) in its distribution of produce, 587.— 
II. Business as a game, 601. — The problem of a standard for judging 
games, 607. — Elements of a game: ability, effort and luck, 609. — 
Criticism of the business game, 609. — III. Competition as a motive, 
612. — It is efficient as an incentive in getting things done, 614. — The 
question of what things; ethical vs. economic view of life, 614. — Con- 
trast of emulation with pagan ideal of perfection, 619. — With Christian 
ideal of spirituality, 620. 


In an earlier paper! the writer undertook to argue 
against the view of ethics most commonly accepted 
among economists. The argument was not directed 
against hedonism as such, but against ‘“‘scientific” 
ethics of any kind, against any view which sets out from 
the assumption that human wants are objective and 
measurable magnitudes and that the satisfaction of such 
wants is the essence and criterion of value, and which 
proceeds on the basis of this assumption to reduce ethics 
to a sort of glorified economics. It was pointed out that 
any such view consistently reduces the “‘higher’”’ wants 
to a secondary position as compared with ‘“‘lower,” and 
interprets human life in biological terms. But the fact 
is that human beings do not regularly prefer their lower 
and more ‘‘necessary”’ needs to those not easily justified 
in terms of subsistence or survival value, but perhaps 
rather the contrary; in any case what we call progress 
has consisted largely in increasing the proportion of 
want-gratification of an esthetic or spiritual as com- 


1. Quarterly Journal of Economics, May, 1922. 
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pared to that of a biologically utilitarian character, 
rather than in increasing the ‘‘quantity of life.” The 
facts, as emphasized, are altogether against accepting 
any balance-sheet view of life; they point rather to- 
ward an evaluation of a far subtler sort than the addi- 
tion and subtraction of homogeneous items, toward an 
ethics along the line of esthetic criticism, whose canons 
are of another sort than scientific laws and are not quite 
intellectually satisfying. We cannot accept want-satis- 
faction as 4 final criterion of value because we do not in 
fact regard our wants as final; instead of resting in the 
view that there is no disputing about tastes, we dispute 
about them more than anything else; our most difficult 
problem in valuation is the evaluation of our wants 
themselves and our most troublesome want is the desire 
for wants of the “‘right”’ kind. 

The purpose of the present paper is to develop and 
supplement the argument already given, first by re- 
emphasizing the necessity of a defensible criterion of 
values as a basis for passing judgment on questions of 
policy; and secondly by inquiring into the standards of 
value implicit in the laissez-faire or individualistic social 
philosophy and raising certain questions in regard to 
them. On the first head, fortunately, we can be brief. 
It is a thesis which calls for no elaborate demonstration 
that social policy must be based upon social ideals. An 
organized system must operate in accordance with a 
social standard. This standard will of course be related 
in some way to the values of the individuals making up 
the society, but it cannot be merely identical with them; 
it presupposes some process of organizing the various 
individual interests, weighing them against each other 
and adjudicating conflicts among them. 

It is impossible to form any concept of ‘“‘social effi- 
ciency” in the absence of some general measure of 
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value. Even in physics and engineering, ‘‘ efficiency” 
is strictly a value category; there is no such thing as 
mechanical efficiency. It follows from the fundamental 
laws of the indestructibility of matter and of energy 
that whatever goes into any apparatus or process comes 
out in some form. In purely mechanical terms, all effi- 
ciencies would be equal to one hundred per cent. The 
efficiency of any machine means the ratio between the 
useful output and the total output. In simple cases the 
distinction between useful and useless may be so sharp 
and clear as to give rise to no discussion — as in the 
case of the mechanical energy and the heat generated 
by an electric motor. But when more than one form of 
useful output (or costly input) is involved, the necessity 
arises for having a measure of usefulness, of value, be- 
fore efficiency can be discussed. The efficiency relations 
of a steam engine may be much changed when the 
exhaust steam is applied to heating. In so complicated 
a problem as that of social efficiency, where the ele- 
ments of outlay and of return are both infinitely nu- 
merous and diverse, it is no wonder that the process of 
valuation has become the heart and core of the study. 
It must ultimately be recognized that only within rather 
narrow limits can human conduct be interpreted as the 
creation of values of such definiteness and stability that 
they can serve as scientific data, that life is funda- 
mentally an exploration in the field of values itself and 
not a mere matter of producing given values. When 
this is clearly seen, it will be apparent why so much 
discussion of social efficiency has been so futile. 
Perception of these obvious fundamental principles 
at once cuts the ground from under one of the lines of 
criticism of the economic order which has attracted 
wide attention. It is an idea sponsored especially by 
Dr. Thorstein Veblen and copied by others, that there 
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is some distinction between “pecuniary” and ‘“‘indus- 
trial” employments ! and that society ought to take the 
control of industry out of the hands of “‘financiers”’ and 
put it into the hands of ‘‘technicians.”’ * 

This notion rests on the same obvious fallacy, the 
idea that society has a choice between producing more 
goods and producing more value, and that it is the part 
of wisdom to prefer the former. It is difficult to take 
either part of the proposition seriously. The quantity 
of goods, if there is more than one kind, must so ob- 
viously be measured in value units. The proposal of 
leaving it to technicians in the respective fields to say 
how much social productive power shall be expended 
in each is merely grotesque; military experts would use 
it all for the army and navy, the medical men could 
usefully employ it all, and more, for health, and so on. 
There is no more important function of a first course in 
economics than to make the student see that the whole 
problem of social management is a value problem; that 
mechai..cal or technical efficiency is a meaningless com- 
bination of words. 

Indeed there can be no question, as the course of the 
argument will show, that the valid criticisms of the 
existing economic order relate chiefly to its value stand- 
ards, and relatively much less to its efficiency in the 
creation of such values as it recognizes. We shall fur- 
thermore insist that not merely a measure of value but 
ideals of value are prerequisite to any intelligent criti- 
cism of social processes or results. This is not, like the 
proposition regarding efficiency, a self-evident truth. 
It is quite arguable that the determination or criticism 
of policy involves only a comparison of alternative pos- 
sibilities and a choice of that which is considered pref- 


1. Publ. Amer. Econ. Assoc., 3d ser., vol. ii, 1901. 
2. The Vested Interest and the State of the Industrial Arts, pp. 63, 89, 99. 
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erable. It is arguable, and the contention is in fact often 
put forward, that values are purely relative, that it 
means nothing to say that anything is good or bad 
except in comparison with a worse or better alternative. 
It is a practical question: does the judging faculty 
actually work by reasoning out alternatives and decid- 
ing which is preferable, or does it not rather formulate 
ideals and compare actuality and potentiality with 
these, and with each other indirectly, by so comparing 
them with an ideal? No doubt both methods are used, 
and are useful; but we contend that in regard to the 
larger and higher questions, the ultimate problems of 
moral and social life, the formulation of ideals is a neces- 
sary step. There is a place, and a vital place, for an 
“‘absolute”’ science of ethics. Its dicta will not be really 
absolute, for they never cut loose entirely from the real 
world and its possibilities of growth and transformation, 
and they will always grow and change. But at least they 
are not ‘‘merely” relative; they must be beyond the 
immediately attainable, and will often lie in the field 
of the actually impossible, patterns to be approached 
rather than objectives to be achieved. 

We contend not merely that such ideals are real to 
individuals, but that they are a part of our culture and 
are sufficiently uniform and objective to form a useful 
standard of comparison for a given country at a given 
time. Normal common sense does judge in terms of 
ideals, of absolute ethics in the sense indicated, and not 
merely in terms of the best that can be done; else it 
would be linguistically equivalent to call a situation 
hopeless and to call it ideal, which is clearly not in 
accordance with usage. In what follows we shall appeal 
to what we submit to be the common-sense ideals of 
absolute ethics in modern Christendom. No pretense 
will be made of drawing up a code of such principles; 
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they are frequently not of a character to fall readily into 
propositions. There will be no attempt to “settle” 
moral questions or set up standards, but only to bring 
out the standards actually involved in making some 
familiar moral judgments in regard to the economic 
system, and to examine them critically. The argument 
will therefore be negative in tone, and the need for 
brevity may occasionally give it something of the flavor 
of an ‘‘attack’’; but let it be stated here that we are not 
advocating or proposing change. The question of policy 
is a question of alternatives, a purely relative matter; 
we are concerned here with the question of ideals, which 
we assume may be carried further, into the realm of con- 
siderations at least ‘‘relatively’”’ absolute. Even if the 
competitive system is better than any available sub- 
stitute, a clear view of its shortcomings in comparison 
with conceivable ideals must be of the highest value in 
making it better than it is. 


An examination of the competitive economic order 
from the standpoint of its ethical standards will fall 
naturally into three parts. In the first place, the con- 
tention already put forward, that wants are not ultimate 
data or to be identified with values, does not mean that 
they are not real and important. We can never get en- 
tirely away even from physical needs, requirements for 
life, for health and for comfort, small as such motives 
really bulk in civilized behavior. Moreover, at any 
given time and place the existing stage of culture sets 
minimum requirements which are imperative in char- 
acter. It is true within limits that the purpose of eco- 
nomic activity is to satisfy wants, and the fact raises a 
group of questions for consideration in an appraisal of 
any system of economic organization. We must inquire 
first into its value standards, in the economic or quasi- 
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mechanical sense, its manner of dealing with wants as 
they exist, its mechanism for comparing and equating 
and perhaps selecting among the various wants of the 
various persons and classes of persons which make up 
the society. It is hardly necessary to remark that the 
questions which wants and whose wants are to be satisfied 
are in fact closely bound up together. The system’s 
answer to this two-fold question constitutes its social 
economic value scale; and very different social value 
scales may be formed from the same set of individual 
wants by different methods of selection, equation, and 
combination. The more distinctly ethical aspect of this 
issue is of course the old problem of social justice, relat- 
ing to the system’s treatment of the wants of persons 
and classes; but that is by no means separable from the 
question of ranking different wants of the same person. 
A second inquiry under the same head, of a more me- 
chanical sort but still distinctly a problem of values, deals 
with the efficiency of the system in using its available 
resources in creating the values which it recognizes, 
that is, in producing the largest quantity of “‘goods”’ as 
measured by the standard which it sets up. 

Another question, ethically more fundamental than 
these but inseparable from them, and one which must 
be considered in the first section of the inquiry, follows 
directly from recognizing the provisional character of 
wants and the obvious fact that the wants which an 
economic system operates to gratify are largely pro- 
duced by the workings of the system itself. In organiz- 
ing its value scale, the economic order does far more than 
select and compare wants for exchangeable goods and 
services: its activity extends to the formation and 
radical transformation, if not to the outright creation, 
of the wants themselves; they as well as the means of 
their gratification are largely products of the system. 
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An examination of the ethics of the economic system 
must consider the question of the kind of wants which 
it tends to generate or nourish as well as its treatment 
of wants as they exist at any given time. 

The second of the three main standpoints to be con- 
sidered corresponds to an aspect of economic life which 
is rapidly securing more adequate recognition among 
economists, the fact that the motive of business is to 
such a large extent that of emulation as such. Industry 
and trade is a competitive game, in which men engage 
in part from the same motives as in other games or 
sports. This is not a‘matter of want-satisfaction in any 
direct or economic sense; the ‘‘rewards”’ of successful 
participation in the game are not wanted for any satisfy- 
ing power dependent on any quality which they possess 
as things, but simply as insignia of success in the game, 
like the ribbons, medals, and the like which are con- 
ferred in other sorts of contests. Our second main task 
will therefore be to raise the question, what kind of 
game is business? Is there anything to be said about 
games from an ethical point of view, any basis for judg- 
ing them or ranking them as games, and if so, is business 
a relatively good, bad, or indifferent game? 

The third division of the paper will deal briefly with 
the more fundamental aspects of the problem of values 
from the standpoint of absolute ethics. Economic ac- 
tivity is a large part of life, and perhaps tends to grow 
in relative magnitude. The issue as to the influence of 
the economic system on character can be treated only 
superficially, but should at least be raised. Emphasis 
will be placed on the particular phase of competitive 
emulation as a motive and of success in a contest as an 
ethical value. The competitive economic order must be 
partly responsible for making emulation and rivalry the 
outstanding quality in the character of the Western 
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peoples who have adopted and developed it. The mod- 
ern idea of enjoyment as well as of achievement has 
come to consist chiefly in keeping up with or getting 
ahead of other people in a rivalry for things about whose 
significance, beyond furnishing objectives for the com- 
petition itself, little question is asked. It is surely one 
function of ethical discussion to keep the world re- 
minded that this is not the only possible conception of 
value and to point out its contrast with the religious 
ideals to which the Western world has continued to 
render lip-service — a contrast resulting in fundamental 
dualism in our thought and culture. 

Throughout the discussion it will be necessary to keep 
in mind the close inter-connection among these several 
aspects of the economic system. Economic activity is 
at the same time a means of want-satisfaction, an agency 
for want- and character-formation, a field of creative 
self-expression, and a competitive sport. While men are 
“playing the game”’ of business, they are also molding 
their own and other personalities, and creating a civiliza- 
tion whose worthiness to endure cannot be a matter of 


indifference. 
I 


Discussion of the merits of free competition, or ‘‘lais- 
sez-faire,” takes on an especial interest in view of the 
contrast between the enticing plausibility of the case for 
the ‘‘obvious and simple system of natural liberty,” 
and the notoriously disappointing character of the re- 
sults which it has tended to bring about in practice.’ In 


1. It should be stated that for simplicity we shall speak of “the’’ competitive system, 
tho the discussion relates to a “purely” competitive system, as understood by the eco- 
nomic theorist. It is superfluous to remark that such a system has never been closely 
approximated in reality, or perhaps advocated by any writer taken seriously by any 
large group — certainly it was not advocated by Adam Smith. The idea of a purely 
individualistic order is a logical device, necessary to separate for study the tendencies of 
individualism from those of socialism. It would go a long way toward clarifying dis- 
cussion if it were generally recognized on both sides that there are no one-hundred-per- 
cent individualists and no one-hundred-per-cent socialists; that the issue is one of degree 
and proportion. 
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the later eighteenth and early nineteenth centuries, 
under the influence of the “‘classical economists,” of the 
Manchester liberals, of the political pressure of the rising 
bourgeoisie and the general force of circumstances, 
rapid progress was made toward the establishment of 
individual liberty in economic affairs. But long before 
complete individualism was closely approached its con- 
sequences were recognized to be intolerable, and there 
set in that counter-movement toward social interference 
and control which has been going on at an accelerating 
pace ever since. The argument for individualism, as 
developed by its advocates from Adam Smith down, 
may be summarized in a sentence as follows: a freely 
competitive organization of society tends to place every 
productive resource in that position in the productive 
system where it can make the greatest possible addition 
to the total social dividend as measured in price terms, 
and tends to reward every participant in production by 
giving it the increase in the social dividend which its 
codperation makes possible. In the writer’s opinion 
such a proposition is entirely sound; but it is not a 
statement of a sound ethical social ideal, the specifica- 
tion for a utopia. Discussion of the issue between in- 
dividual freedom and socialization, however, has largely 
centered around the truth of the proposition as a state- 
ment of the tendencies of competition, rather than 
around its ethical significance if true. Those who do not 
like the actual tendencies of the system as they appear 
to work out when it is tried — and that is virtually 
everybody — attack the scientific analysis. We pro- 
pose to argue in the first place that the conditions of life 
do not admit of an approximation to individualism of 
the sort necessarily assumed by the theory, and sec- 
ondly that there are in the conditions of actual life no 
ethical implications of the kind commonly taken for 





























THE ETHICS OF COMPETITION 589 


granted as involved in individualism in so far as it is 
possible of realization. 

The careful statement of the meaning of individualism 
falls within the province of the economic theorist rather 
than that of the ethical critic. It is an accident of the 
way in which economic science has developed, and 
especially of the peculiar relation between science and 
practice in this field, that so little serious effort has been 
made to state with rigor and exactitude the assump- 
tions involved in the notion of perfect competition, the 
premises of pure economics. Literary writers on eco- 
nomics have been interested in administrative problems, 
for which the results of any exact treatment of prin- 
ciples are too abstract to be of direct application, and 
have not generally been trained to use or appreciate 
rigorous methods. The mathematical economists have 
commonly been mathematicians first and economists 
afterward, disposed to oversimplify the data and under- 
estimate the divergence between their premises and the 
facts of life. In consequence they have not been success- 
ful in getting their presentation into such a form that it 
could be understood, and its relation to real problems 
recognized, by practical economists. The critical reader 
of general economic literature must be struck by the 
absence of any attempt accurately to define that com- 
petition which is the principal subject under discussion. 
A clear formulation of the postulates of theoretical 
individualism will bring out the contrast with practical 
laissez-faire, and will go far to discredit the latter as a 
policy. In the present paper the attempt to state the 
presuppositions of a competitive system cannot be car- 
ried beyond a bare outline; it will be developed with 
reference to our special purpose of showing that in the 
conditions of real life no possible social order based 
upon a laissez-faire policy can justify the familiar ethical 
conclusions of apologetic economics. 
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1. In the first place, an individualistic competitive 
system must be made up of freely contracting individ- 
uals. As a matter of fact, a rather small fraction of the 
population of any modern nation enter into contracts 
on their own responsibility. Our “individualism” is 
really ‘‘familism”; all minors, the aged, and numerous 
persons in other classes, including for practical purposes 
the majority of adult women, have their status-deter- 
mining bargains made for them by other persons. The 
family is still the unit in production and consumption. 
It is hardly necessary to point out that all arguments 
for free contract are nullified or actually reversed when- 
ever one person contracts on behalf of another. 

2. Moreover, the freest individual, the unencum- 
bered male in the prime of life, is in no real sense an 
ultimate unit or social datum. He is in large measure a 
product of the economic system, which is a fundamental 
part of the cultural environment that has formed his 
desires and needs, given him whatever marketable pro- 
ductive capacities he has, and which largely controls his 
opportunities. Social organization through free con- 
tract implies that the contracting units know what they 
want and are guided by their desires, that is, that they 
are ‘‘perfectly rational,’’ which would be equivalent to 
saying that they are accurate mechanisms of desire- 
satisfaction. In fact, human activity is largely impul- 
sive, a relatively unthinking and undetermined response 
to stimulus and suggestion. Moreover, there is truth in 
the allegation that unregulated competition places a 
premium on deceit and corruption. In any case, where 
the family is the social unit, the inheritance of wealth, 
culture, educational advantages, and economic oppor- 
tunities must tend toward the progressive increase of 
inequality, with bad results for personality at both ends 
of the scale. It is plainly contrary to fact to treat the 
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individual as a datum, and it must be conceded that the 
lines along which a competitive economic order tends to 
form character are often far from being ethically ideal. 

3. It is universally recognized that effective competi- 
tion calls for “‘fluidity,’’ the perfect divisibility and 
mobility of all goods and services entering into ex- 
change. The limited extent to which this assumption 
fits the facts of life sets limits to the “‘tendency”’ of 
actual competition, which in many cases nullify the 
principle. Here, as in the case of other assumptions, it 
is illegitimate to draw practical conclusions from a 
“tendency,” however real, without taking account of 
contradictory tendencies also, and getting the facts as 
to their relative strength. One of the dangers of reason- 
ing from simplified premises is the likelihood that the 
abstracted factors may be overlooked in drawing con- 
clusions and formulating policies based thereon. 

4. One of the most important prerequisites to per- 
fect competition is complete knowledge on the part of 
every competing individual of the exchange opportuni- 
ties open to him. A “perfect market” would involve 
perfect, instantaneous and costless intercommunication 
among all the traders. This condition is really ap- 
proximated quite closely in the case of a few commod- 
ities dealt in on the organized exchanges; but the 
market for most consumption goods is very crude in its 
workings. As regards the productive services, abstract 
pecuniary capital does indeed flow through a highly 
developed market; but the market for labor, land, and 
real capital, and their uses, leaves wide margins for 
“bargaining power” and accidental aberrations. Both 
the organization of production and the distribution of 
the product diverge correspondingly from the theoret- 
ically ideal results. 


5. Competition further requires that every actual or 
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potential buyer of every salable good or service shall 
know accurately its properties and powers to satisfy his 
wants. In the case of productive goods this means 
knowledge of their technical significance. In an indus- 
trial civilization as complex as that of the modern world 
it is clear that the divergences from this “tendency” 
must often be more important than the tendency. In- 
direct knowledge is available to offset direct ignorance 
in many subtle ways, and yet no individual can know 
enough to act very closely according to the ideal of per- 
fect intelligence. Moreover, perfect competition does 
not stop at requiring knowledge of things as they are; 
the competitor must foresee them as they will be, often 
a very considerable distance in the future, and the limi- 
tations of foreknowledge are of course more sweeping 
than those of knowledge. 

6. The results of intelligent action are the purposes 
to which it is directed, and will be ethically ideal only if 
these ends are true values. Under individualism this 
means that the wants of individuals must be ideal, as 
well as their knowledge perfect. We have commented 
enough on the fact that the social order largely forms as 
well as gratifies the wants of its members, and the nat- 
ural consequence that it must be judged ethically rather 
by the wants which it generates, the type of character 
which it forms in its people, than by its efficiency in 
satisfying wants as they exist at any given time.° 


5. On the character of wants, see an article by A. F. McGoun in this Journal for 
February, 1923. Professor McGoun appears to intend his argument in part as a criticism 
of my former paper already referred to; but as he begins by drawing curves to represent 
want-variations, whereas my main contention was that wants are not the sort of variable 
that can be adequately represented by curves, it would take too much space to bring the 
argument to a clear issue. I should not question that the observations made in his paper 
have great value. 

Very wise and penetrating remarks on the character of various wants will be found at 
many points in Wicksteed’s Common Sense of Political Economy. Patrick Geddes’s 
essay on John Ruskin in the Round Table Series is a brilliant argument for the reduction 
of all economic values to aesthetic standards. The essay on Phases of the Economic 
Interest, by H. W. Stuart, in the volume on Creative Intelligence, ably emphasizes the 
explorative, experimental character of much of our activity, in contrast with the static 
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7. Another sweeping limitation to the actual work- 
ings of free competition arises from the fact that men do 
not have free access to such imperfect markets as exist. 
No error is more egregious than that of confounding 
freedom with free competition, as is not infrequently 
done. As elementary theory itself shows, the numbers 
of any economic group can always make more by com- 
bining than they can by competing. Under freedom all 
that would stand in the way of a universal drift toward 
monopoly is the fortunate limitations of human nature, 
which prevent the necessary organization from being 
feasible or make its costs larger than the monopoly 
gains which it might secure. But universal monopoly 
is self-contradictory, and against any such tendency 
social action is the only recourse. The workings of com- 
petition educate men progressively for monopoly, which 
is being achieved not merely by the “capitalist” pro- 
ducers of more and more commodities, but by labor in 
many fields, and in many branches of agriculture, while 
the producers of even the fundamental crops are already 
aspiring to the goal.® 
conception of wants demanded by economic logic. Many of the “higher” wants are 
keenly satirized in Veblen’s Theory of the Leisure Class. A sober discussion of the prob- 
lems involved, of much greater scientific significance, is found in the later chapters of 
G. P. Watkins’s volume on Welfare as an Economic Quantity. 

The activity of business in the way of manufacturing wants has received much atten- 
tion in the literature of late, again under the leadership of Veblen. It is a serious fallacy 
to condemn this sort of activity without discrimination. Whether it is good or bad to 
create wants depends altogether on the character of the wants created. One cannot con- 
demn advertising and salesmanship out of hand, unless one is prepared to repudiate most 
of education, and of civilization in general; for most of the desires which distinguish man 
from the brutes are artificially created. Ethically, the creation of the right wants is more 
important than want-satisfaction. With regard to the facts in the case, we may observe 
that business is interested in the fact of change in wants more than in the character of 
the change, and presumably effects chiefly those changes which can be brought about 
most easily and cheaply. Our general moral teaching would indicate that it is easier to 
corrupt human nature than to improve it, and observation of the taste-forming ten- 
dencies of modern marketing methods tends perhaps to confirm the view and to sub- 
stantiate a negative verdict on individualistic activity of this sort. 

6. The resemblance of this argument to that of Marx is evident. There seems to be 
ground for treating Marx’s conclusions seriously even tho his supporting logic, based on 


the alleged universal superiority of large-scale methods of production, must be repu- 
diated. 
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8. The individualistic competitive organization of 
want-satisfying activity presupposes that wants and the 
means of satisfying them are individual, that is, that 
wants attach to things and services which gratify the 
wants of the person consuming them without affecting 
other persons. As a matter of fact, what is desired is 
more largely a matter of human relations than goods and 
services as such; we want things because other people 
have them, or cannot have them, as the case may be. 
Then, too, the appurtenances of civilized life can be 
furnished to an individual only by providing them for 
the community, and we want to live in a civilized com- 
munity as well as to live in a civilized way ourselves. 
With rare exceptions exchanges or contracts between 
individuals affect for good and for ill persons not repre- 
sented in the bargain itself, and for these the bargain is 
not “‘free.” Social action is necessary to promote the 
exchanges which diffuse benefits on others for which the 
parties cannot collect payment in the market, and to 
suppress those which diffuse evils for which the con- 
tracting parties do not have to pay. A typical illustra- 
tion is the improvement or use of property in ways 
which add value to or subtract value from neighboring 
property. In a developed social order hardly any ‘“‘free 
exchange” between individuals is devoid of either good 
or bad results for outsiders. 

9. An exchange system cannot work at all according 
to “theory” without a scientific unit for measuring 
values. Society has to take over or carefully control 
activities which have to do with the circulating medium. 
With the use of credit highly developed, the control of 
banking and currency involves a large measure of con- 
trol over all business, but really free banking would 
soon reduce all exchange relations to chaos. 
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10. An economic organization must employ its 
available productive power in part to provide for cur- 
rent needs of society and in part to provide for future 
growth. If this second function is to be performed in- 
telligently through individual initiative under com- 
petitive organization, each member of the system must 
make a correct comparison and choice between his own 
present wants and future social requirements. The 
weakness of competitive individualism in this field is 
well recognized, since manifestly progress is essentially 
a social fact. In an individualistic system provision 
for progress depends upon the interest of present in- 
dividuals in future individuals—engendered to an un- 
certain extent and with uncertain consequences on the 
form of progress by the family system—or upon their 
interest in progress itself or some form of it as an ideal 
value, or upon some accidental connection which makes 
progress a by-product of activities directed toward 
other ends. None of these, nor all together, produce 
results invulnerable to criticism; but the problems of 
social action in the same field are likewise so difficult 
and the ideal of progress itself so vague that it is im- 
possible in short compass to say anything of value about 
the relation of different forms of social organization to 
the solution of the problem. It is a fact that social in- 
terference has gone further in this field than in that of - 
controlling current production and consumption, as 
witness especially the social provision for education and 
scientific research. 

11. All human planning and execution involve un- 
certainty, and a rational social order can be realized 
through individual action only if all persons have a 
rational attitude toward risk and chance. But the gen- 
eral human attitude is proverbially irrational, and much 
social limitation of individual freedom is called for. 
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Not only is it necessary to prohibit gambling, but pro- 
vision has to be made for placing control of resources 
and the direction of wealth-production in the hands of 
persons reasonably fit and competent to take respon- 
sibility; and the freedom of these individuals to take 
chances has to be further restricted by general regula- 
tions. Thus no society has in fact ever treated produc- 
tive resources as private property in any strict sense. 
It seems likely, however, that a socialistic society would 
err rather on the side of over-conservatism than on that 
of recklessness. 

12. The last heading in this list of reasons why in- 
dividualism and competition cannot bring about an 
ideal utilization of social resources will be the ethics of 
distribution. In a competitive system distribution is 
effected by a marketing process, the evaluation of pro- 
ductive services, and is of course subject to all the 
limitations of marketing in general, as enumerated in 
the last half-dozen pages. But that is not the main 
point. It is a common assumption — for which the ex- 
ponents of the “‘ productivity theory” are partly respon- 
sible— that productive contribution is an ethical 
measure of desert. This has improperly tended to bring 
the theory itself, as a causal explanation of what hap- 
pens in distribution, into disrepute; because those who 
are misled into accepting the standard, but cannot 
approve of the result realized, react by attacking the 
theory. An examination of the question will readily 
show that productive contribution can have little or no 
ethical significance from the standpoint of absolute 
ethics. (The question of practicability, it must be kept 
in mind, is eliminated by the boundaries set for this 
discussion; we are dealing with ideals and not inquiring 
whether or in what respects the possibilities of the real 
world may be harmonious with our moral cravings.) 
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The examination of productivity as a standard of desert 
must again be handled in outline.’ 

(a) In the first place, as already noted, there is only 
a “general tendency” to impute to each productive 
agency its true product. The factor of ignorance is 
especially important here, since correct imputation 
would require perfect technological knowledge and fore- 
sight. Human beings do not live on averages, and it is 
only to a very limited extent that a system of free ex- 
change can make it possible for one to live this year on 
what he may (or may not) earn next year. To a still 
more limited extent, if at all, can the particular individ- 
ual whom the tendency passes over live, through free 
exchange, on the compensating extra share of a more 
favored person. 

(b) The tendency to place each productive agency in 
the position where it will make the greatest contribution 
is far less effective even than the force which adjusts 
remuneration to actual contribution. A social system 
which sets artists to shining shoes and pays them what 
they are worth in that occupation is no less open to 
condemnation than one that sets them to work at their 
art and pays them what they would be worth as boot- 
blacks. 

(c) The product or contribution is always measured 

7. The “specific product” of any agency is what it enables society to produce more 
than could be produced without it, with no reference to what it could produce by itself. 
We assume that this is a correct use of the word “product,” since it is generally true in 
cause-and-effect relations that “the cause” is only the deciding factor in the ante- 
cedent situation, and that which factor is regarded as deciding is largely a matter of 
point of view. 

We recognize also that specific productivity is the only possible basis for organizing 
productive resources intelligently, since maximum specific contribution all round is the 
condition of maximum total product. 

It should be kept in mind also that the absolute ethics of distribution are not affected 
by the fact of organization and the interconnection of the products of different agencies. 
In a society characterized by individual self-sufficiency, but recognizing the same ethical 
principles, the obligation of the more efficient or more industrious or more lucky in- 


dividual who secured a superior share to divide up with others would be as great and as 
small as it is in a developed system of free enterprise. 
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in terms of price, which does not correspond closely 
with ethical value or human significance. The money 
value of a product is a matter of the ‘‘demand,” which 
in turn reflects the tastes and purchasing power of the 
buying public and the availability of substitute com- 
modities. All these factors are largely created and con- 
trolled by the workings of the economic system itself, 
as already pointed out. Hence their results can have in 
themselves no ethical significance as standards for judg- 
ing the system. On the contrary, the system must be 
judged by the conformity to ethical standards of these 
facts of demand rather than by the conformity to 
demand of the actual production and distribution of 
goods. And the final results diverge notoriously from 
the ethical standards actually held. No one contends 
that a bottle of old wine is ethically worth as much as a 
barrel of flour, or a fantastic evening wrap for some 
potentate’s mistress as much as a substantial dwelling- 
house, tho such relative prices are not unusual. Eth- 
ically, the whole process of valuation is literally a 
“‘vicious”’ circle, since price flows from demand and de- 
mand from prices. 

(d) The income does not go to “‘factors,”’ but to their 
owners, and can in no case have more ethical justifica- 
tion than has the fact of ownership. The ownership of 
personal or material productive capacity is based upon 
a complex mixture of inheritance, luck, and effort, 
probably in that order of relative importance. What is 
the ideal distribution from the standpoint of absolute 
ethics may be disputed, but of the three considerations 
named certainly none but the effort can have ethical 
validity. From the standpoint of absolute ethics most 


8. We find a fairly general agreement among serious writers that the principle of 
need, which would practically amount to equal sharing as a general rule, is the ideal 
basis of distribution. Among authors of general treatises at least the following have so 
committed themselves: Taylor, Principles of E ics, 8th ed., p. 511; Taussig (with 
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persons will probably agree that inherited capacity 
represents an obligation to the world rather than a claim 
upon it. The significance of luck will be discussed below 
in connection with the conception of business as a 
game. We must contend that there is a fallacy in the 
common position which distinguishes between the 
ethical significance of the income from labor and that 
from other factors. Labor in the economic sense may 
represent either a sacrifice or a source of enjoyment, and 
the capacity to labor productively derives from the 
same three sources as property ownership, namely, in- 
heritance, luck, and effort of acquisition, and with no 
obvious general difference from the case of property in 
their relative importance. 

(e) The value of any service or product varies from 
zero to an indefinite magnitude, according to the de- 
mand. It is hard to see that, even when the demand is 
ethical, possession of the capacity to furnish services 
which are in demand, rather than other capacities, 
constitutes an ethical claim to a superior share of the 
social dividend, except to the extent that the capacity 
is itself the product of conscientious effort. 

(f) The value of a productive service varies from 
zero to indefinite magnitude, according to its scarcity. 
The most vital ministrations become valueless if offered 
in superabundance, and the most trivial performance 
becomes exceedingly valuable if sufficiently unique and 
rare, as when a human monstrosity satisfies an economic 
demand by letting people look at him. It is hard to see 
how it is more meritorious merely to be different from 
other people than it is to be like them — except again, 


a “perhaps’’), Principles of Political Economy, 3d ed., vol. ii, p. 475. In an ideal world 
we may assume that all men would put forth equal effort, so that distribution according 
to effort would become identical with the ideal. In the present writer’s view, effort, — 
i. e, conscientious effort, — is a better principle; it is more in accord with common-sense 
ideas of desert, which hardly go to the point of treating all men as equally deserving, 
and is less obviously impossible of practical application. 
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possibly, if the capacity has been cultivated by an effort 
which others refused to put forth. 

(g) Finally, it may be pointed out that modern 
society does accept and honor the claim of the entirely 
helpless to a tolerable human existence, and that there 
is no difference in principle between this recognition 
in the extreme case and admitting that differences in 
degree of competence form no valid basis for discrimina- 
tory treatment in distribution. But, after all, does any- 
one really contend that ‘‘competence,” as measured by 
the price system, corresponds to ethical merit? Is it not 
obvious that ‘“‘incompetence”’ follows just as surely if 
not quite so commonly from being too good for the 
world as from being blameworthy in character? 

Thus the competitive system, viewed simply as a 
want-satisfying mechanism, falls far short of our highest 
ideals. To the theoretical tendencies of perfect com- 
petition must be opposed just as fundamental limita- 
tions and counter-tendencies, of which careful scrutiny 
discloses a rather lengthy list. Its standards of value for 
the guidance of the use of resources in production are 
the prices of goods, which diverge widely from accepted 
ethical values; and if the existing order were more 
purely competitive, if social control were reduced in 
scope, it seems clear that the divergence would be 
enormously wider still. Moreover, untrammeled in- 
dividualism would probably tend to lower standards 
progressively rather than to raise them. ‘‘Giving the 
public what it wants” usually means corrupting pop- 
ular taste. The system is also inefficient in utilizing 
resources to produce the values which it sets up, as 
brought out with startling force by the report on Waste 
in Industry, by a Committee of the Confederated En- 
gineering Societies. It distributes the produce of in- 
dustry on the basis of power, which is ethical only in so 
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far as right and might are one. It is a confessed failure 
in the field of promoting many forms of social progress, 
and its functions in this regard are being progressively 
taken over by other social agencies. Left to itself, such 
a system ‘“‘collapses” at frequent intervals through 
dilution of its value unit and through other causes 
which produce violent oscillation instead of the equi- 
librium of theory. 

It is expressly excluded from the field of the present 
paper to pass any practical judgment upon the competi- 
tive system in comparison with any possible alternative. 
But in view of the negative tone of the discussion, it 
seems fair to remark that many of these problems are 
exceedingly difficult and that many of the evils and 
causes of trouble are inherent in all large-scale organiza- 
tion as such, irrespective of its form. It must be said 
also that radical critics of competition as a general basis 
of the economic order generally underestimate egre- 
giously the danger of doing vastly worse. Finally, let 
us repeat that practically there is no question of the 
exclusive use or entire abolition of any of the funda- 
mental methods of social organization, individualistic 
or socialistic. Economic and other activities will always 
be organized in all the possible ways, and the problem is 
to find the right proportions between individualism and 
socialism and the various varieties of each, and to use 
each in its proper place. 


II 


In turning from the want-satisfying aspect of eco- 
nomic activity to consider other of its value problems 
we enter upon a much harder task. There is little in the 
way of an established tradition for guidance, and the 
material is far less amenable to detailed subdivision or 
to treatment with scientific definiteness. All that can 
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be attempted here is to raise questions and suggest lines 
of investigation. 

It is an essential point in our criticism of established 
dogma that it has accepted in too narrow and final a 
sense the view of the economic system as merely a mech- 
anism for satisfying those wants which are dependent 
upon exchangeable goods and services. Economists 
have given a belated and even yet not general and ade- 
quate recognition to the want-creating side of the sys- 
tem, and to wants as economic products at the same 
time that they serve as ends and guides of production. 
Still less attention has been paid to aspects of the or- 
ganization problem which do not fall naturally under 
the subject of the satisfaction of wants at all, in the 
ordinary sense of wants for goods and services. But 
when we consider that productive activity takes up the 
larger part of the waking lives of the great mass of 
mankind, it is surely not to be assumed without inves- 
tigation or inquiry that production is a means only, a 
necessary evil, a sacrifice made for the sake of some 
good entirely outside the production process. We are 
impelled to look for ends in the economic process itself, 
other than the mere consumption of the produce, and 
to give thoughtful consideration to the possibilities of 
participation in economic activity as a sphere of self- 
expression and creative achievement. 

As soon as the question is raised, it becomes apparent 
that there are other values involved in production be- 
sides the consumption of the goods produced. Since the 
light of psychological criticism has been turned upon 
economic theory there has been a growing recognition 
of the inadequacy of the old treatment of production as 
mere sacrifice or pain undergone exclusively for the sake 
of consuming the product. The satisfaction derived 
from consumption itself is seen to be derived iargely 
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from the social situation rather than from the intrinsic 
qualities of the goods, while the mere fact that wealth 
is so largely accumulated, or devoted to all sorts of pur- 
poses manifestly not in view when its production was 
undertaken, is sufficient to prove that consumption is 
not the only motive of production. On the contrary, 
the persons most actively and successfully engaged in 
creating wealth not untypically limit their consumption 
to the point of living rather abstemious personal lives, 
which they must do to keep fit to meet the physical and 
mental demands which their business interests make 
upon them. At the bottom of the social economic scale, 
the satisfaction of physical needs is undoubtedly the 
dominant motive in the mind of the unskilled laborer. 
Higher up, consumption becomes less and less a matter 
of physiology and more a matter of esthetics or the social 
amenities. Still higher, this in turn becomes mixed with 
a larger and larger proportion of the joy of activity not 
dependent on any definite use to be made of its results. 
Traditionally, economics has been vague on the char- 
acter of economic motives, implying at one time wealth- 
possession and at another wealth-consumption as 
fundamental, and never working out clearly the rela- 
tions between these essentially contradictory impulses 
or between them and other possible motives. 

Turning to look for motives attached to production as 
an activity rather than to the product, the most obvious 
is its appeal as a competitive game. The desire for 
wealth takes on more or less of the character of the 
desire to capture an opponent’s pieces or cards in a 
game. An ethical criticism of the industrial order must 
therefore consider it from this point of view. In so far as 
it is a game, what kind of game is it? There is no 
doubt that a large amount of radical opposition to the 
system arises in this connection. The propertyless and 
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ill-paid masses protest not merely against the privations 
of a low scale of living, but against the terms of what 
they feel to be an unfair contest in which being defeated 
by the stacking of the cards against them is perhaps as 
important to their feelings as the physical significance 
of the stakes which they lose. In a higher social class, 
resentment is aroused in the hearts of persons who do 
not like the game at all, and rebel against being com- 
pelled to play it and against being estimated socially 
and personally on the basis of their success or failure 
at it. 

Increasing attention to this ‘‘human side”’ in eco- 
nomic relations is familiar to all in the demands of labor 
leaders, who talk much more than formerly of ‘‘con- 
trol”” and much less of wages and hours. The same 
shift in emphasis is manifest in the entire literature of 
economic discontent. When the sentiment grows strong 
enough, the personnel problem begins to interfere 
seriously with business operations, and the ruling classes 
are forced to pay heed to it. It is probably within the 
truth to say that inequality in the enjoyment of the 
produce is now less important as a source of opposition 
to the competitive system than is the far greater in- 
equality in the distribution of economic power, oppor- 
tunity, and prestige. The feeling of antagonism is no 
doubt accentuated by the contrast between the political 
rhetoric about liberty and equality,on which our citizens 
are so largely fed, and the facts of autocracy and servi- 
tude which laboring people (rightly or wrongly) feel to 
characterize their actual lives. 

Economists and publicists are coming to realize how 
largely the efficiency of business and industry is the 
result of this appeal to intrinsic interest in action; how 
feeble, in spite of the old economics, is the motivation 
of mere appetite or cupidity; and how much the driving 
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power of our economic life depends on making and keep- 
ing the game interesting. A rapidly growing literature 
on “incentive” is a witness to this awakening. As long 
as we had the frontier and there was not only ‘‘room at 
the top” but an open road upward, the problem was not 
serious. But in a more settled state of society, the tend- 
ency is to make the game very interesting indeed to a 
small number of ‘‘captains of industry” and ‘“‘Na- 
poleons of finance,”’ but to secure this result by making 
monotonous drudgery of the lives of the masses who do 
the work. There are limits beyond which this process 
cannot be carried without arousing a spirit of rebellion 
which spoils the game for the leaders themselves, not 
to mention the effect on the output of products upon 
which people have become dependent. 

The problem of an ethical standard or ideal in terms 
of which to judge the economic order is of a different 
and far more difficult sort when we leave the field of 
more or less comparable burdens and quantities of 
goods, to consider power and prestige as ends. In a 
competitive game it is absurd to speak of equality as an 
ideal, a fact which much radical discussion overlooks. 
Some of the criticisms brought against existing society 
amount to condemning a foot-race as unfair because 
someone has come out ahead. We must bear in mind, 
too, that the system is a want-satisfying agency at the 
same time that it is a competitive game, and that the 
two functions are inseparable, while the two sets of 
ideals are different. For efficiency in the production of 
goods a large concentration of authority is necessary. 
But this concentration violates the principle of equality 
of opportunity in the game; and when power of control 
carries with it the right to consume product accordingly, 
as it actually does, the result is flagrant inequality in 
this respect also. There appears to be a deep-seated 

















606 QUARTERLY JOURNAL OF ECONOMICS 
conflict between liberty and equality on the one hand 
and efficiency on the other. There is little comfort for 
democratic, equalitarian idealism in the study of evolu- 
tionary biology, in which the highly centralized or 
“‘cephalized” forms have always come out ahead. Yet 
apparently human society is different in some degree at 
least, for there appears to be a tendency for autoc- 
racies, aristocracies, and systems approaching a caste 
organization to be beaten out in history by the ap- 
parently less efficient ‘‘democracy,”’ tho democracies 
have not in practice approached closely to the equali- 
tarian ideal. 

In a system which is at the same time a want-satisfy- 
ing mechanism and a competitive game we seem to find 
three ethical ideals in conflict. The first is the principle 
already mentioned, of distribution according to effort. 
The second is the principle of ‘‘tools to those who can 
use them.” This is a necessary condition of efficiency, 
but involves giving the best player the best hand, the 
fastest runner the benefit of the handicap, and thus 
flagrantly violates the third ideal, which is to maintain 
the conditions of fairness in the game. 

An attempt to formulate accurately the conditions of 
a fair and interesting game leads into difficult problems. 
The difference between play and work is subtle, and 
remains obscure after all the attempts of psychologists 
to deal with it. It is an old and ever-fascinating dream 
that all work might be converted into play under the 
right conditions. We know that almost any kind of 
work may become infused with the play spirit, as is more 
or less typically true of the creative arts, the higher pro- 
fessions to some extent, and notably business itself, as 
already observed. Yet definitions of play carry us little 
beyond the statement that it is enjoyable activity. It is 
usually defined as activity which constitutes its own 
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end, is performed for its own sake.’ But this view will 
hardly stand examination. We cannot think of any 
human activity, however “playful,” which is entirely 
spontaneous and self-contained. Perhaps the random 
movements of a baby’s hands and feet fit the descrip- 
tion; but the games and recreative activities of an adult 
or a child look more or less beyond the mere bodily 
movements; they have an objective, if nothing more 
than to build a block house to be immediately torn 
down, and on it they are dependent for their peculiar 
interest. Perhaps we can say that in play the objective 
usually follows so closely upon the activity that the two 
are naturally thought of as a unit, or that the result 
occupies the attention so fully as to exclude the effort 
from consciousness altogether, while in work they are 
contrasted and the activity is presented to the mind as 
a means, over against the end. At least, the feeling tone 
of play can often be imparted to work more or less 
voluntarily by fixing attention upon the objective, thus 
crowding the effort out of consciousness. The power to 
induce this shift of attention in other persons seems to 
be an important factor in leadership. 

We are here concerned rather with the special psy- 
chology of competitive games than with the general 
problem of play, which includes non-competitive social 
ceremonial as well as solitary random play and formal 
games played solitaire. A few general statements may 
be made with some confidence in regard to the difference 
between a good competitive game and a poor one. In 
the first place, there are three elements which affect the 
question of who is to win and thus contribute to the 
interest: these are ability to play, effort, and luck. It 


9. For an excellent brief discussion of the use of the term “play” see C. E. Rain- 
water, The Play Movement, Introduction. Dewey’s definition, a typical one, covers 
“those activities which are not consciously performed for the sake of any reward be- 
yond themselves.” See also the lecture on Work, in Ruskin’s Crown of Wild Olive. 
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is also significant that the ability to play brought to the 
game on any particular occasion is, like all human capac- 
ity, a compound of innate endowment and “‘education” 
acquired from the previous expenditure of effort in play 
or practice, or perhaps in some closely related activity 
of either a recreative or a serious character. A good 
game must test the capacity of the players, and to do 
this it must compel them to exert effort. At the same 
time, it must involve more than a purely objective meas- 
ure of capacity (assuming maximum effort). The result 
must be unpredictable: if there is no element of luck in 
it there is no game. There is no game in lifting weights, 
after one once knows how much can be lifted, even tho 
the result measures capacity. Where ‘“‘records’”’ are 
made, the interest centers in the unpredictable fluctua- 
tions in the powers of men (or horses, etc.) from one trial 
to another. 

A good game calls for some reasonable, tho far from 
definite, proportion among the three elements, capacity, 
effort and luck — except that apparently most human 
beings are susceptible to fascination by pure chance, in 
spite of the obvious fact that a competitive game of pure 
chance involves a logical contradiction. Certainly there 
is general agreement that games of skill are ‘“‘superior” 
to games of chance. Effort is called forth by interest, 
and intelligent interest is dependent on the fact that 
effort makes some difference in the result. But effort is 
futile or superfluous if there is too great a difference in 
the abilities of the players, and the game is spoiled. 
Even the hunter who considers himself a sportsman 
always gives his quarry a chance. Finally, it will no 
doubt be admitted that some games are ‘‘higher class’”’ 
than others, depending presumably on the human 
qualities necessary to play them successfully and to 
enjoy them. The actual ranking of games would, it is 























THE ETHICS OF COMPETITION 609 


true, raise the same problems of value standards which 
beset the path to objectivity in all fields of artistic 
criticism; and here also we should have to appeal to a 
general consensus and perhaps admit within limits the 
equal validity of opposing judgments. 

No doubt different judges would disagree in their 
ranking of business as a competitive game, but the 
principles sketched above suggest some shortcomings. 
Its outcome is a very inaccurate test of real ability, for 
the terms on which different individuals enter the con- 
test are too unequal. The luck element moreover is so 
large — far larger than fairly successful participants in 
the game will ever admit — that capacity and effort 
may count for nothing. And this luck element works 
cumulatively, as in gambling games generally. The 
effects of luck in the first hand or round, instead of tend- 
ing to be evened up in accord with the law of large 
numbers in the further progress of the game, confer on 
the player who makes an initial success a differential 
advantage in succeeding hands or rounds, and so on 
indefinitely. Any particular individual may be elim- 
inated by the results of his first venture, or placed in a 
position where it is extraordinarily difficult to get back 
into the game. 

Again, differences in the capacity to play the business 
game are inordinately great from one person to another. 
But as the game is organized, the weak contestants are 
thrown into competition with the strong in one grand 

1, In the matter of luck it is even more difficult than in the case of want-satisfaction 
to measure the relative strength of different tendenci Opini will differ as to the 
ideal amount of luck in a game as well as in regard to the amount which there actually is 
in business. The cumulative working of the luck element will probably be more gen- 
erally acknowledged to be a real evil. It is worth observing that the excessively crucial 
character of single decisi isa in all phases of life, a leading 
source of its tragedy and pathos. Rarely are we given enough “trials’’ in planning any 
feature of our careers to test the judgment which we actually possess. And when one 


thinks of the possibilities of developing better judgment, one is face to face with the 
essential tragedy of the brevity of life itself. 
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mélée; there is no classification of the participants or 
distribution of handicaps such as is always recognized 
to be necessary to sportsmanship where unevenly 
matched contestants are to meet. In fact the situation 
is worse still; there are handicaps, but, as we have 
seen, they are distributed to the advantage of the strong 
rather than the weak. We must believe that business 
ability is to some extent hereditary, and social insti- 
tutions add to inherited personal superiority the ad- 
vantages of superior training, preferred conditions of 
entrance into the game, and even an advance distribu- 
tion of the prize money. 

The distribution of prizes diverges from the highest 
ideal of sportsmanship in another way. In a competi- 
tion where the powers of the contestants are known to 
be unequal but the inequalities are not well enough 
determined to permit the classification of the players or 
an equalization of chances by means of handicaps, it is 
possible to sustain interest by offering a larger number 
of prizes less unequal in value. This method brings 
about an automatic classification of the contestants by 
the progress of the game itself. But in the business game 
the tendency is to multiply inequalities of performance 
in the inequality of distribution of the stakes. Let us 
suppose that we are organizing a foot-race among a 
thousand men taken at random from the general popu- 
lation. At one extreme they might be all lined up on a 
mark and made to race for a single first prize; at the 
other, the prize money might be distributed equally, 
irrespective of the results of the race. From the stand- 
point of sport, the one proceeding would be as absurd 
as the other. If the critics of competition tend to make a 
fetish of equality, the system itself does undoubtedly go 
very far to the opposite extreme. 

Admitting that business success tends in the large to 
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go with business ability, we must face the question of 
the abstract merit of such capacity as a human trait, 
and hence of business as a game. It can hardly be 
denied that there is a preponderance of cultivated 
opinion against it. Successful business men have not 
become proverbial for the qualities that the best minds 
and most sensitive spirits of the race agree in calling 
noble. Business as it is and has been does not com- 
monly display a very high order of sportsmanship, not 
to mention the question which will be raised presently 
as to whether sportsmanship itself is the highest human 
ideal. As to the human qualities developed by business 
activity and requisite to enjoyment of and successful 
participation in it, there is no objective measure, and no 
opinion will be accepted as free from “prejudice” by 
those who disagree with it. We shall dismiss the subject 
by quoting a statement by Ruskin, which can hardly be 
waived aside as valueless or unrepresentative. ‘‘In a 
community regulated by laws of demand and supply, 
but protected from open violence,” he says, ‘‘the per- 
sons who become rich are, generally speaking, indus- 
trious, resolute, proud, covetous, prompt, methodical, 
sensible, unimaginative, insensitive and ignorant. The 
persons who remain poor are the entirely foolish, the 
entirely wise, the idle, the reckless, the humble, the 
thoughtful, the dull, the imaginative, the sensitive, the 
well-informed, the improvident, the irregularly and 
impulsively wicked, the clumsy knave, the open thief, 
the entirely merciful, just and godly person.” ? 
However favorable an opinion one may hold oi the 
business game, he must be very illiberal not to concede 
that others have a right to a different view and that 
large numbers of admirable people do not like the game 


2. Taken from The Cry of Justice: An Anthology of Social Protest, by Upton 
Sinclair, p. 752. 
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at all. It is then justifiable at least to regard as un- 
fortunate the dominance of the business game over life, 
the virtual identification of social living with it, to the 
extent that has come to pass in the modern world. Ina 
social order where all values are reduced to the money 
measure in the degree that this is true of modern indus- 
trial nations, a considerable fraction of the most noble 
and sensitive characters will lead unhappy and even 
futile lives. Everyone is compelled to play the economic 
game and be judged by his success in playing it, what- 
ever his field of activity or type of interest, and has to 
squeeze in as a side line any other competition, or non- 
competitive activity, which may have for him a more 
intrinsic appeal. 


Ill 


We must treat still more inadequately our third 
main question, which from the point of view of pure 
ethics is the most iinportant of all — the question of the 
ethics of competition as such. Is emulation as a motive 
ethically good or base? Is success in any sort of contest, 
as such, a noble objective? Are there no values which 
are real in a higher sense than the fact that people have 
agreed to strive after them and to measure success in 
life by the result of their striving? It seems evident that 
most of the ends which are actually striven after in the 
daily lives of modern peoples are primarily of this char- 
acter; they are like the cards and checker-men, worth- 
less (at best) in themselves, but the objects of the game; 
and to raise questions about the game is to make one’s 
self disagreeable. To ‘‘play the game” is the current 
version of accepting the universe, and protest is blas- 
phemy; the Good Man has given place to the ‘‘good 
sport.” In America particularly, where competitive 
business, and its concomitant, the sporting view of life, 
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have reached their fullest development, there have come 
to be two sorts of virtue. The greater virtue is to win; 
and meticulous questions about the methods are not in 
the best form, provided the methods bring victory. The 
lesser virtue is to go out and die gracefully after having 
lost. 

We do not mean to beg the question whether the 
spirit of rivalry is ethically good, but only to state it ina 
form which raises it sharply. It cannot be denied that 
appeal to the competitive motive may be a source of 
interest in activity. The issue raised is in part the old 
and doubtless scientifically unanswerable one of pleas- 
ure versus discipline as the fundamental moral value. 
The hedonist would say that, as a matter of course, 
whatever adds to the pleasure adds to the value, and 
would ask only whether more is added than is taken 
away. 

But here we appear to run into the obverse of Mill’s 
paradox of hedonism, which is perhaps the paradox of 
life. It is in fact much easier to argue that the introduc- 
tion uf the contest motive into economic life has made 
it more efficient than that it has made it more pleasur- 
able! Candid observations of industrial operatives at 
work, and of their frenzied, pathetic quest for recrea- 
tion when off duty, alike fail to give the impression 
of particularly happy existence. As already observed, 
economic production has been made a fascinating sport 
for the leaders, but this has been accomplished by reduc- 
ing it to mechanical drudgery for the rank and file. In 
the large is the competitive urge a lure, or is it rather a 
goad? Is it positive or negative, especially when we 
recall that for the masses the competition is in the field 
of consumption, with production regarded purely as a 
means? From the standpoint of pleasure, does the nor- 
mal human being prefer a continuous, unquestioning, 
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and almost deadly competition, or the less strenuous 
atmosphere of activity undertaken for ends that seem 
intrinsically worth while, with a larger admixture of the 
spectator attitude of appreciation? Current comment 
on the rush of life and the movement toward gilds and 
medievalism indicate a widespread feeling of opposition 
to the competitive tendency.* 

If on the other hand one adopts the view that the end 
of life is to get things done, the case for competition be- 
comes much stronger; but even here misgivings arise. 
It is hard to avoid asking, what things. If it is thought 
to be important which things are done, competition may 
be entirely indifferent and unselective, equally effective 
as a drive toward worthy and unworthy ends. If so, the 
selection of ends must be left to accident or to some 
other principle. There seems to be a tendency, however, 
for competition to be selective, and not in a very exalted 
sense. It is hard to believe that emulation is as effective 
in the “‘higher” fields of endeavor as it is in relation to 
material concerns or mere trivialities. 

It is possible to hold that it does not matter what is 
done, that all activity develops personality equally, or 
that action and change as such are what make life worth 
living. From the point of view of mere interested ac- 
tivity, if we are to bring into question neither the char- 
acter of the result nor that of the interest (beyond the 
fact that it is an “‘intelligent”’ interest, the result a fore- 
seen result), the organization of life on a competitive 
basis would seem to be abundantly justified. Perhaps 
the organization tends to foster a philosophic attitude 

3. Bertrand Russell, in his Principles of Social Reconstruction, makes the distinction 
between competitive and non-competitive values virtually equivalent to good and bad, 
the devotion to the former the primal sin of the modern world. H. G. Wells, in an early 
book, In the Days of the Comet, drew an idyllic picture of a world with competition 
eliminated. On the other hand, modern socialism has perhaps more commonly accepted 


competitive emulation as a motive, claiming only that under socialism it would be 
moralized and turned toward social welfare instead of private gain. 
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which will justify itself; and if so, we have a sufficient 
‘economic interpretation” of the vogue of pragmatism. 
Interpreting life in terms of power as such, including 
“intelligence” as a form of power, there can be little 
question that competitive business has been an effective 
agency in bringing the forces of nature under human 
control and is largely responsible for the material prog- 
ress of the modern era. 

It is in terms of power, then, if at all, that competitive 
economics and the competitive view of life for which it 
must be largely accountable are to be justified. Whether 
we are to regard them as justified at all depends on 
whether we are willing to accept an ethics of power as 
the basis of our world view. And as Fichte said, ‘‘Was 
fiir eine Philosophie man wahlt hangt davon ab was fiir 
ein Mensch man ist.” But like most aphorisms this 
may be turned around without ceasing to be equally 
true: the sort of person one is depends on the sort of 
philosophy one chooses. It is the eternal law of recip- 
rocal cause and effect; as just suggested, the system 
tends to mold men’s minds in the channels which will 
justify the system itself, and in this sense there is a 
partial truth in the “‘economic interpretation,’’ which 
we have gone to such lengths to attack and repudiate.‘ 
But the matter does not, cannot, rest there. The whole 
question is, are we to accept an ‘‘ethics of power” 4 la 
Nietzsche, or does such an acceptance involve a con- 
tradiction in terms and really mean the rejection of any 
true ‘‘ethics”’ altogether? Most of us have been taught 
in various connections not only that there is some sort 
of contrast between ethics and power, between right and 
might, but that the contrast is fundamental to the na- 
ture of morality. In these days it is eminently respect- 


4. See the paper above referred to: “Ethics and the Economic Interpretation,” in the 
Quarterly Journal of Economics for May, 1922. 
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able to hold that all ideas of this sort belong to those 
childish things which one must put away on becoming a 
man. It is a part of the modern scientific world view, 
and a legitimate part. To many of its ‘“‘tough minded” 
advocates, one who calls it in question must class himself 
as not merely ‘‘tender-minded,”’ but ‘‘feeble-minded” 
as well. 

And “logically” they are inevitably right! A strictly 
scientific discussion of general world problems leads 
inexorably to fatalism, to a mere question of power, to 
the relegation to a land of dreams of any ethics which 
involves questions of another sort than that as to which 
of two forces is the greater in magnitude. The question 
at issue must be clearly recognized to be precisely this: 
whether the logic of science itself is universally valid; 
whether there is or is not a realm of reality which is not 
comprehended in factual categories and describable in 
terms of definite meaning combined in propositions sub- 
ject to empirical verification. Or, more accurately, it is 
the question whether knowledge of any such reality is 
possible, or whether it can be intelligently discussed. 
The tough-minded scientist, if candid, will admit that 
there may be such a reality, but will insist that we cannot 
talk about it ‘‘intelligently.”” Which of course is true, 
in the nature of the case, if to talk intelligently means to 
talk scientifically, which are to him equivalent terms. 
To the modern mind any attempt to argue such a ques- 
tion is fraught with the greatest difficulty, since the 
modern mind itself is molded into conformity with the 
scientific view of what is meant by intelligent discourse. 
Two facts, however, must apparently be accepted. The 
first is that one may also find ‘‘respectable” company in 
the belief that the scientific world view not only finds no 
place for many of the most fundamental data of human 
experience, but that, tested by the canons of its own 
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logic, it is ultimately riddled with contradictions; nu- 
merous minds of demonstrated competence in the field 
of science itself hold this view. The second fact is that 
people do manage to ‘‘understand each other” more or 
less, in conversation about things which are not matters 
of scientific fact, but of interpretation, as in discussions 
of art and of character or personality. 

Assuming that all ethical standards other than that 
of quantity of accomplishment, the ideal generated by 
the institution itself, are not to be dismissed a priori as 
manifestations of incompetence to discuss the question, 
we may close the discussion by referring briefly to the 
relation of some historic types of ethical theory to 
the problem of the evaluation of competition. From the 
standpoint of hedonism, the question would be simply 
whether competition has added to the pleasure of living. 
This question has been raised above, and we shall recur 
to it presently. In our view the nineteenth-century 
hedonists were not ethical hedonists anyway. They 
held, or assumed, the position of psychological hedon- 
ism, which involves the question-begging procedure of 
using pleasure as a synonym for motive in general, and 
to attack or criticize it at this day would be to slay the 
slain. They were really utilitarians in the sense in which 
the term was used by Paulsen, referring to the judgment 
of human actions by their consequences and not in ac- 
cordance with formal rules. On the crucial question, 
how to judge the consequences, they were commonly 
silent or vague. But examination will show that nine- 
teenth-century utilitarianism was in essence merely the 
ethics of power, the “‘glorified economics” to which we 
have referred before. Its outcome was to reduce virtue 
to prudence, its ideal the achievement of the greatest 
quantity of desired results. It was scientific, intellectual, 
in the naturalistic, pragmatic conception of knowledge 
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as instrumental to power, that is, as power itself. As to 
the purposes for which power ought to be used, the true 
problem of ethics, they had nothing to say in any 
definite or systematic way; the fact of desire was 
tacitly accepted as the essence of value. Spencer 
bravely reduced the whole system to an ethical absurd- 
ity by explicitly carrying desire back to an ultimate 
justification in the desire to live, postulating that any 
species ‘‘must’’ desire what is good for it in a biological 
sense; and for all the group, survival power was in fact 
the final measure of rightness. 

It seems to the writer almost superfluous to deny the 
appropriateness of the term ‘‘ethics” to any such con- 
ception. The conditions of survival are merely the laws 
of biology. It may well be the part of prudence to act in 
accordance with them, assuming that one wanis to sur- 
vive, but it can hardly be associated with the notions of 
right or duty, and if these have no meaning beyond 
prudence the whole realm of ethics is illusory.’ Ethics 
deals with the problem of choosing between different 
kinds of life, and assumes that there is real choice be- 
tween different kinds, or else there is no such thing as 
ethics. The ethical character of competition is not 
decided by the fact that it stimulates a greater amount 
of activity; this merely raises the question of the ethical 
quality of what is done or of the motive itself. 

With this so-called ethics of scientific naturalism may 
be contrasted, as general types of ethical thought, true 
ethical hedonism or eudemonism, the Greek and the 
Christian views. From the standpoint of the first, the 
happiness philosophy, little need be added to what has 
already been said. Competition may form an added 
source of pleasure in activity, especially to the winner 


5. These writers could find no place for and would have to reject an ethical obligation 
to live. 
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or, in the progress of the game, to those who stand some 
chance to win. But it is more likely to become a goad, 
especially when participation in the contest is compul- 
sory. There is a fairly established consensus that hap- 
piness depends more on spiritual resourcefulness, and a 
joyous appreciation of the costless things of life, espe- 
cially affection for one’s fellow creatures, than it does 
on material satisfaction. A strong argument for coéper- 
ation, if it would work, would be its tendency to teach 
people to like each other in a more positive sense than 
can ever be bred by participation in a contest — cer- 
tainly in a contest in which the means of life, or of a 
decent life, are felt to be at stake. The dominance of 
salesmanship in the business world, as well as the spirit 
of economic rivalry, must also tend to work against the 
appreciation of the ‘‘free goods.” 
| It should be observed also that while the principle of 





‘“‘whom the Lord loveth he chasteneth”’ is hard to apply 

as a maxim of practical morality, it is generally admitted 
that human nature is likely to show up morally finer 
under adversity than in security and ease; also that few 
people can be trusted with much power without using it 
to the physical damage of others and their own moral 
discredit. 

Surely no justification of competition as a motive is to 
be found in the Aristotelian conception of the good as 
that which is intrinsically worthy of man as man, or the 
Platonic idea of archetypal goodness. The outstanding 
characteristic of Greek ethical thought was the concep- 
tion of the good as objective, and of the moral judgment 
as a cognition. A thing should be done because it is the 
thing to do, not because it is or is not being done by 
others. Virtue is knowledge, and the good is intellect- 
ually conceived, but the meaning of these statements 
contrasts as widely as possible with the modern reduc- 
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tion of virtue to prudence and of choice to a calculation 
of advantage. The intellectual quality in Greek ethics 
is the capacity of discrimination between true and false 
values, which is a wholly different thing from the ability 
to foresee changes and adapt means to ends. The one 
runs in terms of appreciation as the other runs in terms 
of power. The ideal in the one case is perfection, in the 
other that of bigness. To be sure, the Greeks were far 
from indifferent to recognition and glory, and the con- 
test spirit played a large réle in the life of the people, as 
shown in the national games. But the ideal seems al- 
ways to have been the achievement of perfection, and 
the education of the people to recognize superior merit, 
not merely to win. Certainly it was not the mere win- 
ning of power. 

Christianity has been interpreted in so many con- 
flicting ways that one must hesitate to bring it into a 
scientific discussion; yet even this wide range of uncer- 
tainty will not admit competitive values into Christian 
thought. If there is anything on which divergent inter- 
pretations would have to agree, it would be the admis- 
sion that the Christian conception of goodness is the 
antithesis of competitive. We are by no means forced to 
believe that the central figure of the Gospels was an 
ascetic; he never condemned pleasure as such, and 
seems to have had his own pleasure in life. But his 
participation in any sort of competitive sport is not to 
be imagined. Among his most characteristic utterances 
were the fervent exhortations that the last should be 
first and that he who would be chief should be the serv- 
ant of all. The Christian ethical ideal contrasts as 
sharply with the Greek as either does with modern ideas 
derived from natural science and political economy. We 
have said that any ethical judgment of activity must be 
based not upon its efficiency, the quantity of results 
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accomplished, but on either the character of those re- 
sults or the character of the motive which led to the 
action. The Greek view fixes attention upon the char- 
acter of the result, and gives an essentially esthetic con- 
ception of ethical value; Christianity centers attention 
upon the motive, and its ideal of life may be summed up 
in the word “spirituality,” as the Greek ideal is summed 
up in “beauty”’ or “‘perfection.” As the Greek identi- 
fied virtue with knowledge, assuming it to be incon- 
ceivable that one should recognize true values and not 
act in accordance with them, Christianity (more explic- 
itly as formulated by Paul — Romans 7: 15; Galatians 
5: 19-23) makes virtue consist in conscientiousness, in 
doing what one believes to be right, rather than in the 
correct perception of objective goodness. It must be 
admitted that if it is hard to describe or define beauty, 
it is enormously more difficult to discuss spirituality in 
terms that seem at all intelligible to a scientific age. 
Both ideals agree in differing from economic (scientific, 
pragmatic) ethics in that they are qualitative in their 
ideals, whereas the last is merely quantitative. It seems 
fairly clear to the writer that it is from Christianity (and 
from Kant, who merely systematized Christian, or 
Pauline, principles) that modern common sense derives 
its conceptions of what is ethical when that point is 
explicitly under discussion. 

The striking fact in modern life is the virtually com- 
plete separation between the spiritual ethics which con- 
stitutes its accepted theory of conduct and the unethical, 
uncriticized notion of efficiency which forms its sub- 
stitute for a practical working ideal, its effective values 
being accepted unconsciously from tradition or the 
manipulations of commercial sales managers, with a 
very slight admixture of esthetic principles. For “‘spirit- 
uality” is reserved in practice a smaller and smaller 
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fraction of the seventh day, by a smaller and smaller 
fraction of the population; and even that is more and 
more transformed by organizations into a mere contest 
in membership and display, with a larger or smaller 
admixture of the element of esthetic diversion and a 
smaller or larger admixture of pure commercialism. 
The spirit of life in the ‘‘Christian” nations and the 
spirit of Christianity offer an interesting study in the 
contrast between theory and practice. And all the while 
there are multiplying evidences of a genuine spiritual 
hunger in the modern peoples. They have got away 
from the spiritual attitude toward life, and do not know 
how to get back. Science is too strong for old beliefs, 
and competitive commercialism too strong for old ideals 
of simplicity, humility, and reverence. 

Thus we appear to search in vain for any really ethical 
basis of approval for competition as a basis for an ideal 
type of human relations, or as a motive to action. It 
fails to harmonize either with the Pagan ideal of society 
as a community of friends or the Christian ideal of 
spiritual fellowship. Its only justification is that it is 
effective in getting things done; but any candid answer 
to the question, ‘‘what things,’ compels the admission 
that they leave much to be desired. Whether for good 
or bad, its esthetic ideals are not such as command the 
approval of the most competent judges, and as for 
spirituality, commercialism is in a fair way to make that 
term incomprehensible to living men. The motive itself 
has been generally condemned by the best spirits of the 
race. In academic life, for example, though every 
(American) institution feels itself compelled to use 
credits, marks, and honors, they are virtually never de- 
fended as intrinsically worthy incentives to effort. 

Whether it is possible to bring about improvement by 
substituting some other basis of social organization for 


























THE ETHICS OF COMPETITION 623 


competitive individualism, is beyond the scope of this 
paper. Its purpose has been merely to bring out fun- 
damental weaknesses of competition from the stand- 
point of purely ideal standards, and so to establish bases 
for comparison with any other possible system. Sum- 
marizing the argument, it was first emphasized by way 
of introduction that any judgment passed upon a social 
order is a value judgment and presupposes a common 
measure and standard of values, which must be made as 
clear and explicit as possible if the judgment is to be 
intelligent. Efficiency is a value category and social 
efficiency an ethical one. Now the standards which 
underlie a competitive system, according to orthodox 
economic theory, are the actual desires of the individual 
members of society. Competition is supposed to effect 
a comparison of these, and to organize the resources of 
society in such a way as to satisfy them to the greatest 
possible extent in order of magnitude — that is, it is 
supposed to ‘‘tend”’ todo so. The first main task of the 
paper was therefore to enumerate the more fundamental 
and obvious limitations on this tendency, or counter- 
tendencies which are in many cases quite as important 
as the tendency itself. Economic theory must isolate 
the ideal tendencies with which it can deal most readily; 
but no practical conclusions as to the real beneficence of 
the system can be drawn until the actual relative im- 
portance of the tendencies recognized by the general 
theory—which in endeavoring to explain always seems 
to justify—are measured in comparison with divergent 
tendencies and taken into account. 

In the second division of the paper it was pointed out 
that the competitive economic life has value implica- 
tions on the production side, the most notable of which 
is its appeal as a competitive game. An examination 
from this point of view reveals notable shortcomings of 
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business considered purely as a game. There is also a 
certain ethical repugnance attached to having the liveli- 
hood of the masses of the people made a pawn in such 
a sport, however fascinating the sport may be to its 
leaders. 

Finally, we have called in question from the stand- 
point of ideal ethics the predominance of the institution 
of sport, or action motivated by rivalry, and in partic- 
ular have contrasted it with the Pagan ethics of beauty 
or perfection and the Christian ideal of spirituality. 





Frank H. Knicut. 


Tue University or Iowa. 
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A THEORY OF BUSINESS CYCLES 


SUMMARY 


Varying rates of production at different stages of the economic 
processes and in different stages of the business cycle. — Sequence 
during depression, revival, and prosperity, 628.— Pecuniary and credit 
changes, 635.— Credit expansion and price advances not a cause but an 
index of the operating causes, 638. 


Tue problem of business cycles, as seen by the writer, 
is to account for the recurrent fluctuations in the magni- 
tude of economic activities or behavior, and of their 
pecuniary or credit concomitants. The purpose of this 
paper is to outline in brief form a theory, or tentative 
hypothesis, which may further the investigation of that 
problem. 

By way of preface, it may be of interest to state how 
the proposed theory, which resembles that of Aftalion, 
was developed.' It will be recalled that Professor 
Wesley C. Mitchell discusses the cycle in terms of ‘‘a 
process of cumulative change,” in which ‘depression 
breeds revival, revival breeds prosperity,” and so on.? 
This theory grew out of an attempt to find a mechanism, 
so to speak, for the process of cumulative change. It was 
suggested by the following paragraph from Robertson’s 
Principles of Biochemistry: 

In any system of interdependent chemical] transformations, the 
slowest reaction in the series governs the velocity of the whole. On 
the hither side of the slowest reaction, all raw materials for subse- 


quent processes must accumulate and await the elaboration of the 
products which they utilize, while on the far side of the slowest 
1. Fora brief summary of Aftalion’s theory see Wesley C. Mitchell, Business Cycles, 
p. 8. 
2. Mitchell, Business Cycles, especially Part III. 
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reaction, the subsequent processes are retarded to its pace by the 
consumption of its substrates.’ 


In the system of interdependent transformations 
which make up the total industrial process, from the 
earth, through successive stages of elaboration, refine- 
ment and assembly, to the final consumer or user of 
commodities, we have what closely resembles the 
chemical series, or autocatalytic reaction, described by 
Robertson. The production of one stage of the indus- 
trial process is consumed in the next subsequent stage of 
that process, and the production of that stage in turn is 
consumed in the next subsequent stage, while the pro- 
duction of the latest stages is consumed by the earlier 
stages through its wage-earners and other income recip- 
ients (this of course omits consideration of imports and 
exports for the present). 

Now the habits and customs of a money economy 
have established pecuniary relations between the several 
stages of the industrial process, whereby goods move 
from stage to stage only by being bought and sold; but 
it is obvious that, until goods reach the final consumer 
or user, they are still ‘‘in process.” * That is to say, 
while the various stages of the industrial process are 
institutionally related to each other by buying and sell- 
ing, nevertheless, the technical or productive relation is 
controlling. 

Thus the rate of production of one stage cannot long 
exceed or fall behind that of the stages immediately pre- 
ceding or following it, since production and consump- 
tion must be balanced. It is true that, for short periods 

3. T. B. Robertson, Principles of Biochemistry, p. 478. 

4. It may be noted here that, while the industrial revolution broke up the industrial 
process into many stages, it failed to provide a p iary relation adequate to codrdinate 
those stages: buying and selling at a money price, which related the handicraft producer 
directly to his market, does not suffice for modern industry. This, I take it, is what 


Aftalion refers to as the “roundabout” nature of production, and which might also be 
called the inadequacy of buying and selling as a means of industrial codrdination. 
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and in so far as buying and selling are immediately 
directive, production can and does exceed consumption 
and consumption exceeds production. Obviously, the 
technical or productive relation must control in the long 
run and, to the extent that buying and selling may 
develop in excess in one direction, will force an excess in 
another direction.*® 

The proposed theory is based upon the foregoing and 
involves one or two assumptions which should be ex- 
plicitly stated, since their expression will help to clarify 
the exposition of the theory. 

First: that business cycles are phenomena of be- 
havior, as indicated by the statement of the problem — 
recurrent fluctuations in the magnitude of economic 
activities or behavior. 

Second: that pecuniary or credit facts are concom- 
itants of economic behavior. On the basis of these as- 
sumptions we should seek the explanation of changes of 
behavior in other facts of behavior and regard changes 
in money, prices, loans, and so on as necessary concom- 
itants of the changes in behavior. It is obvious that 
money, prices, loans, and other pecuniary magnitudes 
are conventional symbols or institutional forms which 
can do nothing of themselves. Money and prices occur 
and function only in so far as men do something. A 
price cannot exist unless someone actually (or tenta- 
tively) buys and someone else sells. Loans occur not as 
independent entities, but as part of the activity of buy- 
ing and selling in a money economy. It is true that 
pecuniary magnitudes are closely regarded by men, and 
that changes (in prices, e. g.) affect men’s behavior, but 
only as symbols or indices of what other men are doing. 
Men would pay little attention to price changes if those 


5. For a further discussion of the question of sales, see the writer's brief discussion in 
the Bulletin of the Taylor Society, February, 1923, p. 38. 
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changes did not register or indicate activities which were 
significant. In this respect prices are like votes. 

The proposed theory looks primarily to the variations 
in the rates of production-consumption of consumers’ 
goods, for an explanation of business cycles. The signif- 
icance of these variations may be made more apparent 
by the following. 

It has been observed that in a period of expansion 
(revival and prosperity) the increase in rates of produc- 
tion-consumption of consumers’ goods in their several 
stages of elaboration and refinement, is progressively 
greater in each stage going backward to raw material 
production.’ That is to say, while the rate of final con- 
sumption, as measured by retail trade, increases, that of 
production of finished goods increases still more; that 
of production of semi-finished goods increases even 
more; and that of production of non-agricultural raw 
materials increases most of all. 

Moreover, in a period of contraction (crisis and de- 
pression) it has been observed that the decrease in rates 
of production of consumers’ goods in these several 
stages is progressively greater going backward to raw 
materials; the rate of production of raw materials de- 
creases most, while the rate of final consumption de- 
creases least. 

If we represent the above by a schematic diagram in- 
dicating the rate of production-consumption in each 
stage by a curve, the slope of which will show the rapid- 
ity and the extent of the fluctuations in the rate, the 
relation between these several facts will be made ap- 
parent. In comparing changes in rates within a given 


6. Theterm “rate of production” instead of ‘* volume of production” is used to indi- 
cate comparable volumes of production in a given time; e. g., the rate of production of 
iron ore and of pig iron can be compared directly, while the volumes cannot, until they 
have been equated upon the basis of ore used in pig-iron production. Moreover, the 
term “rate” emphasizes the point that it is the plus and minus acceleration of these 
rates which is the “process of cumulative change.” 
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SCHEMATIC DIAGRAMS OF RECURRENT FLUCTUATIONS 
IN MAGNITUDE OF ECONOMIC ACTIVITIES 


Revival Prosperity Crisis Depression 





I. CONSUMERS’ GOODS 
A=Rate of final consumption (retail trade) C=Rate of production semi-finished goods 
B=Rate of production finished goods D=Rate of production raw materials 





II. PRODUCERS’ GOODS 
A=Rate of consumption of producers’ supplies 
B=Rate of production of producers’ supplies 
C=Rate of production of equipment and machinery 





III. CONSTRUCTION WORK 
A =House construction 
B=Industrial and railroad construction and public works. 
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time, we may speak either of the rapidity or of the ex- 
tent of a change in a rate, since a faster increase implies a 
greater increase and vice versa, within a given time. 

In a period of expansion, then, it appears that produc- 
tion, in each of the several stages of the process of 
producing consumers’ goods, exceeds the consumption 
in the next subsequent stage; while in a period of con- 
traction, consumption exceeds production. 

In the early part of a period of expansion (revival), the 
faster increase in the rates of production than of con- 
sumption does not produce an excess of production over 
consumption, since it operates merely to raise the sev- 
eral stages to an approximate level. Beginning with the 
opening of prosperity, however, the continued faster in- 
crease in rates of production than of consumption does 
produce an excess of production over consumption, and 
consequently an accumulation of stocks of goods in the 
several stages of refinement and elaboration. 

At the beginning of a period of contraction (crisis) the 
faster decrease in rates of production than of consump- 
tion does not immediately stop the accumulation of 
stocks, since even the decreasing rates of production are 
still in excess of the rates of consumption. But with the 
opening of depression, the continued faster decrease in 
rates of production than of consumption does produce 
an excess of consumption over production, and con- 
sequently a gradual depletion of accumulated stocks of 
goods. This continues through depression and on to 
revival, as indicated above.’ 

It is important to notice that the rate of final con- 

7. Data in support of these statements may be found in the production indices com- 
puted by E. E. Day, W. I. King, Carl Snyder, and Walter Stewart, altho unfortunately 
the separation of commodities into their several stages has not been possible. For fur- 
ther evidence, see the Harvard Review of Economic Statistics, the Federal Reserve 
Board Bulletin, and the Monthly Review of Credit and Business Conditions of the New 


York Federal Reserve Bank, where studies based upon similar hypotheses have been 
published from time to time within the past three years or so. 
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sumption varies least of all: that during a period of ex- 
pansion, final consumption increases slightly, and dur- 
ing a period of contraction decreases but slightly. Be- 
cause of population growth, it has a long term or secular 
trend upward. It is obvious, therefore, that in times of 
contraction the accumulated stocks of goods in the 
several stages will be depleted, as they are consumed in 
production and passed along to the retailers for the rela- 
tively stable and higher rate of final consumption. 

Since the proposed theory regards cycles as phe- 
nomena of behavior (recurrent fluctuations in magni- 
tude of economic activities), which are accompanied by 
pecuniary or credit changes, the explanation of how 
these changes in rates of production-consumption come 
about will be given in terms of activities. 

During depression the excess of consumption over 
production in the several stages of the industrial process 
operates to reduce the stocks of old goods used by those 
several stages, so that, at the end of depression, the de- 
pletion of stocks of old goods in some one of these stages 
gives rise to orders for new production in the next prior 
stage. This depletion of stocks does not imply exhaus- 
tion of stocks of old goods by all producers of that one 
stage; it merely means that one or more of these pro- 
ducers comes to the end (or reaches an arbitrary fixed 
minimum) of his stocks and so places orders for the pro- 
duction of new goods. Other producers in the same 
stage may be adequately stocked to continue operations 
for many months without purchasing. 

The orders for new production operate sooner or leter 
to deplete the stocks of commodities used in the pro- 
duction of goods ordered (since increased production in- 
volves increased consumption), and again give rise to 
orders for new production by the next prior stage. Thus 
an order for new production initially placed in one stage 
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may be passed along through one or two stages, de- 
pending upon the size of the stocks of the particular 
enterprise receiving these orders in each stage. The 
varying quantity of stocks of old goods held by separate 
enterprises gives to revival that ‘‘spotty” character so 
frequently observed, since some plants are ordering 
supplies and others are not. 

The sequence appears to be this: depletion of stocks 
of one producer or distributer, orders for new produc- 
tion placed with the next prior stage, depletion of stocks 
used in that production, orders for new production, and 
soon. Such waves of orders or purchases will pass back 
through the several stages in this fashion, each succes- 
sive wave embracing a larger number of producers in 
each stage, as stocks of old goods are depleted. Each 
increase in production further depletes old stocks of 
goods and increases the number of wage-earners whose 
earnings increase the rate of final consumption, thus 
sustaining the genera! expansion from the consumers’ 
end. 

During revival, the increasing rates of production- 
consumption in the several stages are sustained partly 
by increasing production and partly by old stocks of the 
goods used in that production-consumption. The con- 
tinued depletion of old stocks entails a continued in- 
crease in the volume of purchases of newly produced 
goods, in order to sustain this increasing production- 
consumption. Since these increasing purchases can- 
not be immediately filled, orders for future delivery are 
placed and these begin to accumulate in the several 
stages. 

About the end of revival, producers and distributers, 
each of whom has been receiving continually increasing 
purchase-orders, begin to increase their purchases and 
orders for future delivery, in order to cover their require- 








gS or 





oe = ee ee en 














A THEORY OF BUSINESS CYCLES 633 


ments for the goods they have contracted to deliver. 
This gives rise to a progressive increase of orders, going 
backward to raw materials, as each stage begins to ac- 
cumulate stocks of the goods it uses or sells. Moreover, 
speculator-traders place orders for future delivery and 
begin to accumulate stocks. This accumulation of 
stocks by each stage is in response to the increasing 
purchase of goods which it produces or sells, and is in- 
fluenced by the time required in production.* The 
increasing number of new enterprises, especially toward 
the consumers’ end of the production process, each of 
which starts by purchasing a stock of the goods it uses 
or sells, contributes further to this increase of purchas- 
ing and production. The consequence of these activities 
is that rates of production are increased, as shown by the 
diagram, and production begins to exceed consumption, 
giving rise to accumulation of stocks of goods. While 
each increase in production enlarges the number and the 
income of the wage-earners and of other income recip- 
ients, nevertheless the rate of final consumption does not 
increase as much as the rates of production in the several 
stages, apparently because the rate of final consumption 
never decreases as much as the rates of production, and 
also because habits of consumption change slowly. The 
fact is that, despite the frequent remarks to the con- 
trary, the wage-earners do not spend as much as they 
earn in prosperity, as is evident from the sustained rate 
of final consumption in depression. 

8. The position of this paper is that the expanding and contracting activities of pro- 
ducers and distributers are a behavior response to the behavior of others, which takes 
the form of buying more whenever sales increase and buying less whenever sales de- 
crease. The dynamic factors which effect the change from one trend to another (since 
retail purchasing does not initiate it) are the depletion of stocks which starts buying to 
increase, however little at first, and the limitation on loan increases which curtails fur- 
ther increase of buying. This, as previously indicated, makes cycles an affair of behavior 
and changes in behavior, instead of a p i primarily. See the dis- 


cussion of price behavior in F. W. Tauseig’s Principles, 8rd Revised Edition, Vol. I, 
p. 393 et seq. 
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So long as the volume of purchases increases, produc- 
tion continues to increase, and stocks accumulate. But 
after prosperity has been under way for a number of 
months, a further increase in the volume of purchases is 
checked by limitations upon storage and upon the cred- 
its required to pay for these increased purchases. Just 
as in the beginning of revival, one enterprise in one of the 
several stages will be forced to curtail further purchases 
and this will reduce the purchases of one or more enter- 
prises in the next prior stage, until a wave of reduced 
purchasing will travel from one end to the other of the 
industrial process. 

With a decline in purchases, production will decrease 
and henceconsumption of the goods used in that produc- 
tion will decrease. Stocks are discovered to be more than 
adequate for the decreasing production-consumption. 

Purchases by the stages which have accumulated the 
largest stocks will be almost completely discontinued. 
Hence the rates of production in the several stages will 
decrease progressively faster going backward to raw 
materials, until the end of the ensuing depression brings 
a revival again. 

The changes in rates of production-consumption of 
producers’ goods and in equipment and in industrial 
construction follow from the changes described above. 
As the rates of production of consumers’ goods increase, 
consumption (e. g., coal, supplies, etc.) will necessarily 
be increased; this will operate at first to deplete old 
stocks and then to evoke increased production of new 
goods. As the increased production of both consumers’ 
and producers’ goods exhausts available plant capacity 
about the middle of prosperity or earlier, orders for new 
construction of factories and equipment are placed. 
(Domestic construction which begins to increase late in 
depression or early in revival is usually brought to a halt 























































A THEORY OF BUSINESS CYCLES 635 


about the time industrial construction suddenly begins 
to increase, probably by the failure of the supply of 
mortgage funds at accustomed rates of interest.) 

Imports and exports usually rise together during a 
period of prosperity and fall together during a period of 
contraction. Ordinarily they operate therefore to in- 
tensify the changes previously described; but they may 
also reduce the extent of some of the changes, depending 
entirely upon what is imported and exported. 

The pecuniary or credit changes which are concom- 
itants of these changes in production, consumption, and 
stocks may be accounted for by reference to the fact 
that all these activities are carried on by buying and 
selling at a money price. 

As the volume of purchases increases, prices rise, and 
the differential price-rise reflects the different increases 
in volume of purchases of the several classes of com- 
modities, that is, the progressively greater increase in 
prices of goods going back to raw materials indicates the 
progressively larger increase in volume of purchasing 
of commodities going back to raw materials. Retail 
prices rise least and last; finished goods at wholesale 
rise somewhat more but earlier; semi-finished goods 
rise still more and still earlier; raw materials (non- 
agricultural) rise most and first. The extremely large 
fluctuations in volume of purchasing of producers’ goods 
and equipment are reflected in the greater price-rise of 
those commodities than of consumers’ goods. When the 
increase in volume of purchases is checked at the end of 
prosperity, prices are first stabilized and then, as the 
volume of purchasing is curtailed, prices fall. The de- 
cline in prices of the several classes of commodities 
occurs in the same order and magnitude as the prior rise 
of prices of those commodities. Moreover, the rise in 
these several prices is more irregular than the subse- 
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quent decline, since the increase in volume of purchas- 
ing is generated by the varying condition of old stocks 
and their depletion, while the curtailment of purchasing 
occurs more nearly at one time (except for retail pur- 
chasing), when large stock accumulations and limita- 
tions on credit are common to all stages. ° 

In the period of revival, when the increasing rates of 
production operate to supply actual consumption in the 
next subsequent stages, bank loans to finance that pro- 
duction are liquidated quickly and promptly, so that no 
increase in volume of commercial bank loans occurs. 
Indeed the using up of old stocks operates to reduce 
bank loans, by releasing goods to final consumers and 
thus bringing in credits to reduce the old loans con- 
tracted when those stocks were being accumulated. In 
prosperity, however, when production begins to exceed 
consumption— the excess going into inventory and spec- 
ulators’ accumulations — the volume of bank loans to 
finance that accumulation of goods grows and continues 
to grow, on into crisis, when business men are still pay- 
ing for the goods ordered in prosperity. That is, during 
prosperity loans are ‘“‘freezing.’”’ The freezing develops 
because the accumulation of stocks can take place 
only when business men are increasing their purchases 
faster than their sales; hence the bank loans grow, and 
cannot be repaid until those stock accumulations have 
been sold in depression and revival. In depression and 
revival the relatively stable rate of final consumption 
transfers credits from consumers to the retailers, whole- 
salers, and on back through the industrial stages, where 
they are used to reduce bank loans, while at the same 
time stocks of old goods are depleted. In other words, 
changes in bank loans reflect changes in stock accumula- 


9. For study of variations in the rise and fall of prices see Mitchell, Business Cycles, 
chap. iv, p. 93 et seq. 
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tions, just as changes in prices reflect changes in volume 
of purchasing.! 

As bank loans increase, to finance (principally) these 
accumulations of stocks (including those in the hands of 
speculator traders), note circulation grows, in order to 
provide the additional currency needed to pay wages, 
etc. It should be pointed out here that the loans to pro- 
ducers for production (wages and materials used) are in 
the main liquidated within the specified period by the 
proceeds of the sale of that production. But the loans 
to producers and distributers for stock accumulations 
are not repaid promptly and hence give rise to the net 
increase in bank loans. 

The increase in bank loans is faster than the increase 
in bank deposits, since the growing disbursements to 
wage-earners and others is neither redeposited by them 
nor wholly spent in retail trade, but rather hoarded until 
later on in depression, when these hoardings flow into 
retail trade. Thus, the rate of final consumption, which 
rises relatively little in prosperity despite the increasing 
amount of wage income, falls but little in depression 
despite the decreasing amount of wage income. It is this 
fact which accounts for the depletion and using up in 
depression and revival of the huge stock accumulations 
of prosperity, and at the same time accounts for the 
reduction in bank loans during depression and revival. 

Changes in prices of other than commodities, such as 
wages, stocks and bonds, and so on, apparently conform 
to the view suggested for changes in commodity prices: 
they reflect or indicate changes in the volume of purchas- 


1. According to this view the question whether increasing prices cause increasing 
bank loans, or vice versa, may be answered in this wise: that increasing purchases (for 
stock accumulation) are indicated in rising prices, and that these stock accumulations 
are indicated in growing bank loans. In other words, the changes in price and in loans 
are p i itants of the ic behavior of buying and selling goods: as 
stocks are oenmneaihdinds prices will rise and loans increase; while the reverse will occur 
when stocks are being depleted. This, I take it, is what the equation of exchange signi- 
fies. 
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ing. The change in prices of agricultural commodities 
likewise reflects changes in the volume of purchasing; 
but the extent of the rise and fall in price is deter- 
mined by the size of the crop yield—a small crop yield 
will intensify the rise and check the fall of prices, while a 
large crop yield will check the rise and intensify the fall 
of prices, as the volume of purchases increases or de- 
creases, respectively.” 

From the foregoing discussion it appears that, if busi- 
ness men did not overbuy and accumulate stocks of 
goods, there would be no “‘booms”’ of feverish activity, 
rising prices, increasing bank loans, and so on, and con- 
sequently no following crisis and depression, with cur- 
tailed buying and production, while old stocks are being 
used up. The comparative stability of retail trade is not 
unrelated to the fact that consumers buy for consump- 
tion, not for accumulation and speculation, as con- 
trasted with the practices of producers and distributers. 
It should not be forgotten, however, that commercial 
banks participate in this overbuying, since they supply 
the credits without which it could not occur. For when 
a bank loans money to an enterprise, it is in effect mak- 
ing a short-term investment in that enterprise. 

It does not follow, however, that credit expansion, or 
the rise of prices, is a cause of business cycles, since loans 
and prices and so on are merely the institutional ‘“‘mech- 
anism” through and by which economic activities are 
carried on, much as votes and voting serve political 
activities. The changes in pecuniary or credit magni- 
tudes are indices of the changes in behavior which 
they accompany. To attribute fluctuations of the busi- 
ness cycle to them is somewhat akin to ascribing the 

2. Cf. H. L. Moore, “ Elasticity of Demand and Flexibility of Prices,” Journal of 
American Statistical Association, March 1922. Professor Moore apparently attaches no 


significance to the cyclical fluctuations in volume of purchasing and in prices, as affect- 
ing prices of agricultural commodities, but assigns the price as a function of supply alone. 
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increased heat of a room to the thermometer which 
registers the increase. 

It may appear paradoxical to attribute cycles to 
“overbuying” and “underbuying” and yet to treat 
prices as merely indices of activities. The situation ap- 
pears to be this: buying and selling at money prices 
constitutes one of several institutional habits or cus- 
toms for effecting changes in ownership of private prop- 
erty (also an institutional habit); others are bequest, 
judicial award, taxation, war. Money, as we use the 
term ordinarily, is not so much a thing as a way of 
habitually acting and behaving toward others; for it is 
obvious that pieces of metal and paper are impotent and 
inert of themselves. The paradox is resolved when we 
say that the habits of buying and selling with money 
give rise to different degrees of expansion and contrac- 
tion of activities which, under technical supervision, 
would be fairly stable and continuous. 

The ‘‘cause,”’ if we wish to use that term, of business 
cycles (the recurrent fluctuations in the magnitude of 
economic activities) is to be found in the habits and 
customs (institutions) of men which make up the money 
economy, with its money and credit, prices, private 
property, buying and selling, and so on, all loaded, so to 
speak, on the industrial process.? In so far as men have 
fixed habits of behavior, they will recurringly behave in 
the same way when exposed to the same stimuli: that 
is to say, whenever men begin to increase their pur- 
chases, the stimulus of these increasing transactions will 
evoke the expanding activities which have been dis- 
cussed; and when the limitations of the institutional 
customs (e. g., bank-reserve limits) check the further 
expansion of these activities, the diminution of the 


3. See W. C. Mitchell, The Réle of Money in Economic Theory (especially the last 
section), American Economic Review, March, 1916, Supplement. 
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stimulus will evoke a lesser response. So we have ex- 
pansion and contraction, almost rhythmically following 
each other, as the same sort of stimuli recur and “‘ touch 
off” the same old habits of behavior. As was suggested 
earlier, money, prices, and loans are symbolic or con- 
ventionalized forms used by men in their activities. Of 
themselves money, prices, loans, and so on can do noth- 
ing; they function when men do something, such as 
buying and selling, and employ these symbols as con- 
ventional concomitants of their actions. 

It may be objected that prices, especially rising prices, 
stimulate the behavior of expanding activities, and that 
it is the essence of business to buy cheap and to sell 
dear; to which it may be replied that there would be no 
price unless someone bought and no rising prices unless 
more people were buying in larger quantities. Hence it 
is the behavior which is significant, not the mere institu- 
tional symbol or form. It may be added that it is a 
principle of business to try to increase turnover and to 
reduce idle working capital; yet the accumulation of 
stocks at rising prices is entirely contrary to this prin- 
ciple, and indicates that this behavior is habitual, not 
intelligent. In a similar fashion it may be said that the 
profit incentive drives men to behave as they do, but 
profits are a result of behavior, not an antecedent, and 
in so far as men may be said to anticipate profits, it 
means that they have learned (acquired the habit) to act 
toward, or to respond to, present behavior of others as 
indicative of profitable results. Underlying all economic 
calculations may be found the facts of behavior of other 
men which portend gain or loss to the person calculat- 
ing. The business man wants to know whether his cus- 
tomers will continue to buy or not, for he knows prices 
will follow what they do. 

As Henri Poincaré has said, it is the repeating facts of 
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nature which make science possible. In the social field, 
it is the habits of men — the stable, almost fixed, re- 
sponses they give to stimuli— which make a social 
science possible, just as it is fixed unchanging responses 
—say of metals to acids— which make chemical 
science possible. If we are to study cycles as social 
scientists, then it will be necessary, apparently, to study 
them as manifestations of the habits of men in a money 
economy. This does not mean that a scientific econom- 
ics must become psychological, for the study of habits 
is an objective affair and demands no psychological 
presuppositions or assumptions. 

But social institutions and habits change, slowly to be 
sure, as new techniques and tools are discovered which 
make possible new responses (habits). And it is this 
slow change that portends the end of business cycles; 
for, in so far as integrated industries are developed, 
which relate the several stages of the industrial process 
by program or budget instead of by buying and selling, 
the habits of buying and selling and therefore the busi- 
ness cycle must disappear. Integration, however, has 
but just started, and many years must elapse before 
men put off their old habits of behavior and thought, as 
exhibited in the price system, and learn the new tech- 
niques of management and of planning and control.‘ 
Meanwhile we shall continue to have cycles, and these 
will be of varying length and intensity; for the extent to 
which expansion and contraction of buying for stocks 
will go may be affected by a multitude of affairs not 
directly in, or pertaining to, business — as, for example, 
political discussions. 


4. The change from the price system to integrated industries may be compared to the 
change from the nerve net (in simple organisms) to a central nervous system: in the 
nerve net, impulses are carried to all parts of the organism, which responds in toto, while 
in the central nervous system impulses are selectively propagated and the response is 
highly differentiated and economical of energy. See G. H. Parker, The Elementary 
Nervous System. 
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In conclusion it may be said that the foregoing dis- 
cussion makes no pretence at finality, however dogmatic 
the expression may appear in the effort to be brief. Its 
purpose is merely to suggest one way of regarding cycles, 
which may prove suggestive to other students of the 
subject, some of whom are already working on similar 
lines.® 

LAWRENCE K. FRANK. 

New York Crry. 


5. I am indebted to my friend, Frank F. Anderson, for many constructive criticisms 
and suggestions; Mr. Anderson, however, questions the adequacy of the foregoing 
theory. 






































WAGES REGULATION AND CHILDREN’S 
MAINTENANCE IN AUSTRALIA 


SUMMARY 


I. Introductory. The established Australian systems: wages-boards 
and arbitration courts. — Justice Higgins’s decision of 1907 the founda- 
tion for subsequent awards, 648. — Inadequacy of his data, 649. — 
Wage changes after 1914, 650. — II. New South Wales Maintenance of 
Children Bill of 1919, 652.— Proposes central fund and payments 
therefrom to mothers on a tapering sliding scale, 654. — Estimated 
Cost, 661. — The government’s defeat leads to failure of the bill, 664. — 
Labor Ministry’s bill of 1921, also not enacted, 664. — III. Report of 
the Australian Basic Wage Commission of 1919, 665. — Searching In- 
quiry on Cost of Living, 666. — Report in 1920, stating a basic family 
wage of £5 16s, 670. — The Report a bombshell; memoranda by Knibbs 
and Piddington, 671. — No action, except minor changes in wages of 
public employees, 677. — Piddington’s pamphlet of 1921, 677. — Atti- 
titude of unionists, 679. —IV. More recent developments. Arbitration 
courts find they have no power to apply the Commsision’s basic wage, 
681. — Unionists and Labor Party drifting toward the maintenance-of- 
children principle, 683. 


I. THe AUSTRALIAN SysTEMsS OF WAGE-REGULATION 


As is well known, wages are more closely regulated by 
governmental action in Australia than in any other 
country.! The two methods by which minimum wages 
are set in the six states of the commonwealth are by 


1, The literature upon the Australian systems of wages-regulation is voluminous. 
The following are among the best references: 

Ernest Aves, Report to the Secretary of State for the Home Department on the 
Wages Boards and Conciliation and Arbitration Acts of Australia and New 
Zealand (London, 1908), 

V. 8S. Clark, Labor Conditions in Australia, Bulletin United States Bureau of 
Labor, vol. x, pp. 9-243. 

M. B. Hammond, Wages Boards in Australia, Quarterly Journal of Economics, 
vol, xxix, pp. 98-148, 326-361, 563-630. 

Paul 8. Collier, Wage Legislation in Australasia, Fourth Annual Report New 
York State Factory Investigating Committee, vol. iv. 

H. B. Higgins, A New Province for Law and Order, Harvard Law Review, vol. 
xxix, pp. 13-39; xxxii, pp. 189-217; xxxiv, pp. 105-136. Mr. Higgins has re- 
cently brought these essays together, with additional material, in a volume en- 
titled A New Province for Law and Order, 181 pp. Professor M. B. Hammond 
has called my attention to R. N. Gilchrist’s Conciliation and Arbitration, No. 
23 of Bulletins of Indian Industries and Labor, Calcutta, 1922. 
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wages-boards and by arbitration courts. Victoria, in 
1896, was the first state to establish wages-boards, and 
was followed by South Australia, Queensland, and 
Tasmania. New South Wales and Western Australia, 
on the other hand, instituted arbitration courts with 
compulsory powers which were modeled in large part 
upon the New Zealand system. 

These two methods of regulating wages were adopted 
for divergent reasons, and were originally distinctly dif- 
ferent in operation. The wages-boards were originally 
created because of agitation against ‘“‘sweating’’ in cer- 
tain specific low-wage industries where sub-contracting 
was common. The arbitration courts were created as a 
means of securing industrial peace by substituting the 
decision of a state tribunal for the “‘trial by combat” of 
strikes and lockouts. Another influential factor in the 
establishment of compulsory arbitration was the desire 
of union labor to increase its organization among the 
workers by providing in the arbitration laws that work- 
men must be organized in a union before they could 
bring a complaint to the court. 

The two systems were also different in structure. The 
arbitration (industrial) court had jurisdiction for the 
whole of the state and thus ruled upon a wide variety of 
industries. The wages-boards, on the other hand, had 
jurisdiction over only one trade and were composed of 
equal numbers of employers and employees in that 
occupation, with a neutral chairman. The result, there- 
fore, was very much in the nature of compulsory collec- 
tive bargaining, the neutral chairman acting both as the 
conciliator and as the breaker of deadlocks. Further- 
more, the basic powers of the two differed vitally. The 
decisions of the wages-boards were designed to serve 
only as minima below which the employer could not go, 
but above which the workmen might demand. While 
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binding upon the employer, they were not binding upon 
the employees, and did not preclude them from striking. 
The decisions of the arbitration courts, however, were 
binding upon both parties, and both strikes and lock- 
outs were made illegal. 

Within approximately the last decade there has been 
a decided movement toward compulsion. South Aus- 
tralia and Queensland passed compulsory arbitration 
acts in 1912, which were revised in 1916 and 1920 re- 
spectively. Tasmania now penalizes strikes against a 
wages-board decision — altho strikes for purposes not 
covered in the decisions of the boards, such as the closed 
shop, are not prohibited. Victoria remains, therefore, 
the only state which does not now have compulsory 
arbitration in one form or another. In administrative 
structure the systems have tended to blend together. 
Thus New South Wales created trade-boards which 
were to pass upon the problems of specific trades, with 
power of appeal to the industrial court. South Aus- 
tralia and Queensland added an upper industrial court 
to their wages-boards, or, as they are now termed, in- 
dustrial boards. In Victoria itself a court of appeals has 
been set up, to review the determinations of the boards 
if requested. 

Both methods have also come to have a wider field of 
application than was originally designed. Thus in the 
wages-boards states, boards were rapidly created for a 
large number of trades and were not confined to those 
where the workers were grossly underpaid. By 1915, in 
Victoria, for example, practically all of the trades and 
some 150,000 workers were under the jurisdiction of the 
various wages-boards.? In the states with compulsory 


2. See Collier, Wage Legislation in Australia, op. cit., p. 1953. The same tendency to 
extend the scope of the minimum wage has also occurred in Great Britain. See Report 
to the Minister of Labour of the Committee Appointed to Enquire into the Working 
and Effects of the Trade Board Acts (1922, Cmd. 1645). 
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arbitration, the experience of New Zealand has been 
borne out: the unions have used the machinery largely 
as a means of filing claims in a wide variety of cases. 
Since the decisions of the court generally apply not only 
to the original parties to the dispute, but to all active 
competitors of the employer, the result has been that the 
decisions of the courts have become binding over an 
extensive field of industry.* Thus, out of 437,000 em- 
ployed workers in New South Wales in 1919, nearly 
45 per cent (190,000) were under the jurisdiction of 
state awards. 

The Federal government also has a system of com- 
pulsory arbitration. Altho only delegated powers are 
given to the central government, the constitution gives 
to the Federal Parliament the power to make laws with 
regard to “‘conciliation and arbitration for the preven- 
tion and settlement of industrial disputes extending 
beyond the limits of any one state.” In 1904, the 
Federal Parliament availed itself of this permission and 
created an industrial court composed of one man (who 
was to be a justice of the High Court of Australia), 
which was to have compulsory powers over both em- 
ployers and employees in the cases over which it as- 
sumed direction. While this court was not given the 
power to make its decisions in any particular case bind- 
ing upon the industry as a whole, and while considerable 
difficulty was experienced in determining when a dis- 
pute extended ‘‘ beyond the limits of a state,” the court 
filled a very important place, and its rulings came to 
apply to a considerable percentage of the workers in the 
commonwealth. Mr. Justice H. B. Higgins was for 
twelve years the President of this court, resigning as a 
protest against the practice of the Prime Minister, Mr. 


3. For a complaint by an employer concerning the way in which the term “industrial 
dispute” was used in New Zealand to secure a wide regulation of wages, see Henry 
Broadhead, State Regulation of Labour and Labour Disputes in New Zealand. 
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W. M. Hughes, of interfering in the settlement of im- 
portant disputes by setting up special bodies. 

The various legislatures laid down only the vaguest 
principles which were to be followed by the boards and 
courts in fixing wages. Victoria provided that the 
decisions should not prejudice the progress of industry 
and should at the same time secure a living wage to the 
employees. The New South Wales law of 1912 provided 
that the standards of judgment used should be ‘‘equity 
and good conscience.’”’ The Queensland and the Com- 
monwealth laws contain virtually identical provisions. 
The Tasmanian law stated that wages should be “‘fair 
and reasonable.”’ Western Australia in 1912 enacted a 
somewhat more specific law, which stated that wages 
must be sufficient to enable the average worker to live 
in reasonable comfort, having regard to any domestic 
obligations to which such average worker would or- 
dinarily be subject.‘ 

Lacking any clear legislative mandate, the wage- 
fixing bodies for a number of years made no investiga- 
tions to determine the basic facts involved, and followed 
no coherent theory. In Victoria, the wages-boards 
became, primarily, bargaining boards, with the repre- 
sentatives of the workers pressing the cost of living 
argument, and the representatives of the employers 
urging in reply the economic condition of the trade. 
The result was generally a compromise determined 
according to the relative strength, pertinacity, or elo- 
quence of the contestants, and naturally varied from 
trade to trade. Such in the main has been the history 
of the Victorian system ever since. The wages bodies 
in the other states also floundered without establishing 

4. I have taken these citations from the admirable analysis of the Australasian laws 


by Paul S. Collier, Fourth Annual Report, N. Y. State Factory Investigating Commis- 
sion, vol, iv, p. 2262. 
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any firm basis of fact or principle upon which they 
might rest their decisions. 

A decision by the Federal court in 1907 furnished the 
foundation for subsequent awards for well over a decade. 
In the celebrated ‘‘ Harvester case,”’ > Mr. Justice Hig- 
gins defined ‘‘fair and reasonable conditions of re- 
muneration” as ‘‘the normal needs of an average 
employee regarded as a human being living in a civilized 
community,” © and spoke of the necessity for ‘“‘a con- 
dition of frugal comfort estimated by current human 
standards.” ‘‘Reasonable comfort” rather than a phys- 
ical minimum of subsistence became therefore the 
standard of the Federal Court. 

In view of the great influence which this decision ex- 
ercised, it isworth while to analyzethe methods and prin- 
ciples by which Justice Higgins attempted to translate 
this general standard into a specific wage minimum. He 
secured the weekly expenditures for food and fuel of nine 
housekeeping women, and found that they averaged 
£1 5s 5d. He also spoke of evidence given ‘‘by a land- 
agent as to the rents” and ‘“‘by a butcher as to meats.” 
He concluded that, ‘‘taking the rent at 7s, the necessary 
average weekly expenditure for a laborer’s home of 
about five persons would seem to be about £1 12s 5d.” 
The existing minimum was 6s daily, or 36s weekly. 
Were this continued, the lowest-paid workers would 
have only 3s 5d a week to pay for ‘‘light, clothes, boots, 
furniture, utensils, rates, life insurance, savings, acci- 
dents, or benefit societies, loss of employment, union 
pay, books and newspapers, tram and train fares, sew- 
ing-machine, mangle, school requisites, amusements and 

5. Strictly speaking this case was not an arbitration case but arose under the Excise 


Tariff law of 1906 providing for the remission of taxes upon agricultural implements, 
where the conditions of the remuneration were “fair and reasonable.” 


6. Q. C. A. R., pp. 3-4, See Mr. Higgins’s article, A New Province for Law and 
Order, in Harvard Law Review, vol. xxix, pp. 14-15. 
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holidays, intoxicating liquors, religion or charity.’ 
Then, on looking about him, he found that ‘‘ public 
bodies which do not aim at profit . . . very generally 
pay 7s.”’7 And after citing a number of governmental 
bodies that paid this amount, declared such a wage to be 
‘‘fair and reasonable.” 

It will be apparent from the above description that 
this wage was set on very slender evidence. Only nine 
household budgets were examined. The testimony of 
one real-estate dealer was taken for rent, and this was 
apparently for the suburb of Melbourne where the 
works of the company were located. No analysis was 
made of the cost of clothing and miscellaneous items; 
they were apparently fixed at 9s 7d, in order to bring the 
wage up to the level of that paid by governmental 
agencies. Clothing and miscellaneous items, therefore, 
together amounted to only 23 per cent of the total wage 
allowed. 

These figures not only served as the model upon which 
Justice Higgins framed his other decisions in the Com- 
monwealth Court, but they were largely taken over by 
the state courts as well. The cost of living was of course 
rising during this time, and in 1912, Mr. G. H. Knibbs, 
the celebrated Commonwealth statistician, began to 
compile data on the relative cost of food items and of 
rent. These were carried back to 1901. Data were se- 
cured on additional towns, and the Review index was 
compiled periodically thereafter. This index was used 
by the Commonwealth Court and by most of the other 
bodies to revise their wage decision, but the wage set in 

7. See the very full quotations from Justice Higgins’s decision in the Report of the 


Royal Commission on the Basic Wage. Parliament of the Commonwealth of Australia, 
No. 80, 1920, pp. 9-10. 


8. For a recent study, see Commonwealth Bureau of Census and Statistics, Labour 
and Industrial Boards Report No. 12. Prices, Purchasing-power of Money, Wages, 
Trades-unions, Unemployment and General Industrial Conditions, 1921. 
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the Harvester case was still generally retained as the 
basis from which the adjustments were made. 

In 1914, Justice Heydon of the New South Wales 
Industrial Court made a painstaking investigation to 
determine the proper basic wage.’ Not only was the 
Harvester wage analyzed and a mass of statistical ma- 
terial collected and compared, but a fairly extensive 
number of family budgets were collected and evaluated. 
One striking change was introduced by him. An anal- 
ysis of the statistics showed that the average number of 
dependent children under fourteen per family in the 
Commonwealth ranged between 1.7 and 1.9. After 
making allowance for those children over fourteen who 
were unable to work, Justice Heydon concluded that 
two and not three dependent children should be used as 
the standard, and accordingly the family for which he 
sought to secure living-costs was four in number instead 
of five. 

In comparing the food budgets submitted by the 
women in the Harvester case with those disclosed in 
later investigations by Mr. Knibbs, and with current 
budgets, Justice Heydon became convinced that the 
food budget approved in the Harvester case was too 
high.! On the other hand, he concluded that he would 
have to increase the sum provided for rent. He did not 
alter, however, the relative amount which Higgins al- 
lowed for clothing and miscellaneous expenditures. As 
a result of his computation, Justice Heydon recom- 
mended that the wages-boards should regard £2 8s as 
the minimum weekly wage. 

With the outbreak of the war, living costs increased 

9. For the very interesting opinion of Justice Heydon, see the Bulletin of the N.S. W. 
Board of Trade, Living Wage (adult males) 1918, pp. 5-66. 


1, Thus in Mr. Knibbs’s inquiry families with an income of £3 weekly spent only £1 
Os 10d for food and groceries, while Higgins’s Harvester figures indicated that those 
receiving £1 16s spent £1 4s 6d for food and groceries alone, 
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still more rapidly, and industrial unrest magnified. 
Altho the courts and boards attempted to adjust wages 
in the light of the increase in the cost of living, labor 
complained bitterly of the methods used. In the first 
place, there was an inevitable delay in the publication 
of the index number of the Commonwealth Bureau of 
Statistics, and a still further delay before the boards 
and courts applied it in revising the previous wage 
scale, so that it was ordinarily nearly a year before the 
basic wage was adjusted. During this time, of course, 
the cost of living had been still further advanced. 
Moreover, the award, once made, was generally con- 
tinued for from three to five years.” 

The result was that, according to the official index 
numbers, real wages did not keep pace with the increase 
in the cost of living after 1911.° 


(1911 = 1000) 


Index of Real Allowing 
Year Wages, Full Work for unemployment 
Ree ene 1000 1000 
EP eRe ee rg 955 946 
Ce ee ne 975 970 
ea ragr set liarte arene ee er 952 889 
isa nh ccantiauadets 862 844 
rere ete oP 894 875 
See reo 850 923 
NG aise; <:& sin'eumhasetacaie Sse 952 943 
BE kes ccacewmeareds 968 963 


But the workers objected to the use of the official 
index of the cost of living as prepared by Mr. Knibbs, 
on the grounds that it included only food and housing 
and that it did not include clothing and miscellaneous 


2. See A. B. Piddington, The Next Step, p. 16. Also judgment of Mr. Justice Hey- 
don and Mr. Justice Edmonds, August 16, 1916, in Bulletin N. S. W. Board of Trade, 
Living Wage (Adult Males), 1918: “Our awards are not for five years but for three,” 
p. 82. 

3. Taken from Commonwealth Bureau of Census and Statistics, Labour and Indus- 


trial Branch No. 12, Prices, Purchasing Power of Money, Wages, Trades-Unions, etc., 
p. 108. See also J. T. Sutcliffe, History of Trade Unionism in Australia, p. 144. 
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expenses. They charged that these items, particularly 
clothing, had been increasing in price at a more rapid 
rate than had rents and food. They argued, moreover, 
that this increase in clothing and the other items had at 
the same time increased the relative proportion of the 
family income spent upon these things, and had there- 
fore decreased the relative importance of food and 
rent. They declared, therefore, that the official index 
understated the real increase in the cost of living. 

The industrial unrest created an enormous increase in 
the number of strikes, which the various so-called com- 
pulsory arbitration laws almost completely failed to 
check, and which is shown in the following table.‘ 


Number of Workmen 
Year Involved in Strikes Number of 


Directly or Indirectly | Working Days Lost 
ok std: war acnrecaera 50,300 624,000 
er 71,000 1,090,000 
BN <a. «bi aages x 81,300 583,000 
Ras is ork sraicees 170,700 1,679,000 
Se 174,000 4,600,000 
did: ht, sek aaa 56,400 581,000 
A een 157,600 6,308,000 


In consequence of all these facts, there was distinct pres- 
sure from many quarters to put the principles and 
technique of wage-fixation upon a more satisfactory 
footing. 


II. THe New Soutn WaALEs MAINTENANCE OF 
CHILDREN BILL or 1919 


& InjNew South Wales the declarations of the amount 
of the living wage by the Industrial Court had not been 
directly binding upon the various boards, altho they had 
of course largely followed the findings announced. In 
1918 an amendment was made to the Industrial Arbitra- 


4.¥ Commonwealth Bureau of Census and Statistics, Labour and Industrial Branch 
Report, No.f12, p. 142. 
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tion Act which was designed to secure a more accurate 
determination of what the living wage was, and to make 
such determination obligatory upon the boards. This 
legislation created a Board of Trade which, ‘‘after public 
inquiry as to the increase or decrease in average cost of 
living,” was to ‘‘declare what shall be the living wages 
to be paid to adult male employees and to adult female 
employees in the state or any defined area thereof.” A 
separate inquiry was to be made for rural as distin- 
guished from urban workers. The Board’s declarations 
were made mandatory by the provision that ‘‘no indus- 
trial agreement shall be entered into and no award made 
for wages lower than such living wages.’ 

In September 1918, the Board of Trade, under the 
presidency of Mr. Heydon, declared the minimum wage 
for adult males in Sydney and vicinity to be £3 a week.® 
In October of the following year, they increased this 
amount to £3 17s, an advance of 28 per cent.’ The 
Holman government, which was of the Nationalist 
party, was startled by the size of the increase and in 
consequence drafted a Maintenance. of Children Bill 
which was speedily passed by the Legislative Assembly 
and was then presented to the Legislative Council (the 
upper house) for approval. 

The measure * as passed by the Assembly was to 
apply to all employed wage-earners, except rural and 
domestic workers together with those under the juris- 


5. Bulletin N. S. W. Board of Trade. Living Wage (Adult Males), 1918, p. 1. 

6. See Compendium of Living Wage Declarations and Reports made by the New 
South Wales Board of Trade, pp. 4-10. 

7. Idem., pp. 10-24, 

8. For the text of the bill, see New South Wales 10 George V — An Act to Provide 
for Payment Towards The Maintenance of Children, etc. See also a summary prepared 
by the Secretary to the Premier’s Department. Children’s Maintenance Bill. A short 
analysis is also given by Miss Eleanor F, Rathborne, The New South Wales Scheme For 
the Grading of Wages According to Family Needs. Economic Journal, vol. xxx, pp. 
550-553. See also her article, Wages According to Family Needs, Hibbert Journal, vol. 
xix, especially pp. 717-719. Another account is contained in the New South Wales 
Official Year-Book, 1920, pp. 550-551. 
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diction of the Commonwealth Court.® The basic wage 
for all adult male employees was not to be the amount 
which the Board of Trade adjudged necessary to sup- 
port a family of four, but enough to support a man and 
wife without children. Altho the standard for fixing the 
basic wage for women was not stated, it was probably 
intended to be that which the Board of Trade had al- 
ready established — namely, ‘‘the cost of living of the 
adult female worker of the poorest class maintaining 
herself, but having no other responsibility and living 
away from home in lodgings.”’ ! 

The Board of Trade was then to inquire into “‘the 
further sum necessary to be added to the cost of living 
for a man and his wife to provide for the maintenance of 
a single child and for each additional child maintained in 
the same household.”’ It was thereby made possible for 
the Board of Trade to fix different costs for the children 
according to the number in the family. Parents with 
children were to be paid the cost of bringing up their 
children in addition to their basic wage. Single men 
and those with no children dependent upon them of 
course were not to receive this added amount. 

But if the employers were to pay each employee 
differing sums, which varied according to the number 
of children dependent upon each for support, then it 
would be to the employer’s advantage to hire single men 
and those with few or no children in preference to those 
with a number of children. In periods of slack employ- 
ment, the employers would also be induced to lay off 
first those employees with the heaviest family responsi- 
bilities, and, as their business decreased, to drop men in 


9. As originally introduced, the bill applied both to rural workers and those under the 
Commonwealth Court, but these were excluded as a result of the debate in the Assembly. 
1. Living Wages for Adult Females. Declaration of December 18, 1918. See Com- 
pendium of Living Wage Declarations and Reports made by the New South Wales 
Board of Trade, p. 50. 
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the order of their family burdens. The men with the 
greatest needs would therefore be the first to be laid off 
and the last to be hired. In attempting to help them by 
giving them a wage sufficient to bring up children, the 
state would have made it infinitely more difficult for 
them to secure employment at all. 

This difficulty was met by the ingenious device of 
providing a central fund into which the employer was to 
pay monthly contributions for every person in his em- 
ploy. From the fund the families were then to be paid 
sums sufficient to bring up their children. Since the 
employer’s premium depended only on the number of 
his employees without respect to the number of depend- 
ents that they had, the employers would not be able to 
decrease their costs by hiring only single men and those 
married men with only a few dependents. 

It is evident that such a method bristles with admi- 
nistrative difficulties. The devices outlined in the bill 
are worthy of the closest scrutiny. 

Male and female wage-earners were to be divided 
into twelve groups each. The first group was to include 
those who did not receive more than five shillings a 
week above the minimum set for that sex. The second 
group was to comprise those whose wages were from 
five to ten shillings above their minimum, and so on. 
The twelfth or last group was to comprise those 
whose weekly earnings were from fifty-five to sixty 
shillings in excess of the minimum. Those employees 
who were in the first group were to receive the full 
amount which the Board of Trade adjudged necessary 
to support dependent children (or boys under fourteen 
and girls under fifteen); those in the second group were 
to receive only eleven twelfths of this sum, and each 
successive group was to have one twelfth deducted 
from the amount set, until those in the twelfth group 
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would be receiving only one twelfth the subsidy for 
each child that the lowest paid group would be receiv- 
ing. Thus if nine shillings a week had been established 
as the cost of a dependent child, then this amount would 
be successively decreased by three quarters of a shilling 
for every group. 

The reasons for adopting this tapering sliding scale of 
benefits were as follows. First, those whose wage ex- 
ceeds the basic minimum necessary for the support of 
man and wife have a surplus available to take care of the 
children. The larger the amount by which their earn- 
ings exceed this minimum, the less they need assistance 
to help them bring up their children. Secondly, if the 
grants for the maintenance of children had not been 
gradually tapered off, but had been abruptly shut off 
once the worker had attained a given wage, there would 
have been a zone within which it would have been more 
profitable for those with dependent children to earn less 
money and therefore receive grants from the fund, than 
for them to earn more and thereby — their grants being 
cut down — reduce their total income. In the third 
place, it was necessary to have the amount of the grant 
gradually reduced as the income increased, so that at 
every point the worker would gain more by increasing 
his wage than he would through the decrease of the 
grant. 

The government statistician was to secure annually 
from all employers the number of men and women re- 
spectively in each of the twelve groups and the number 
of children dependent upon those in each group. The 
total cost of maintaining the children of male and female 
employees was then to be obtained for each by multiply- 
ing the number of children dependent upon such em- 
ployees by the respective amount to be paid for the 
children. The sums for each sex were to be computed 
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separately. The following illustration, expressed in 
terms of American currency and computed on a weekly 


Tasie I. ILtusTRATION oF METHOD or GRADUATING 









































ALLOWANCES 
MALES 
ihildres de- | Sum allotted 
, children de- um allotte: 
Group pate 4 Posie onc 8 ao dies 74 — <4 ae 
dollars each group | the respec- | (in dollars) | (in dollars) 
tive groups 
1 15.00-16.25 120,000 125,000 3.00 375,000 
2 16.25-17.50 77,000 75,000 2.75 206,250 
3 17.50-18.75 52,000 50,000 2.50 125,000 
4 18.75-20.00 27,000 25,000 2.25 56,250 
\ 5 20.00-21.25 22,000 20,000 2.00 40,000 
6 21.25-22.50 20,000 18,000 1.75 31,500 
 j 22.50-23.75 18,000 16,000 1.50 24,000 
8 23.75-25.00 15,000 13,000 1.25 16,250 
9 25.00-26.25 13,000 11,000 1.00 11,000 
10 26.25-27.50 10,000 8,000 75 6,000 
: 11 | 27.50-28.75 7,000 5,000 50 2,500 
12 28.75-30.00 5,000 3,000 .25 750 
Total 386,000 369,000 894,500 
FEMALES 
1 7.50- 8.75 35,000 4,000 3.00 12,000 
2 8.75-10.00 20,000 2,000 2.75 5,000 
3 10.00-11.25 12,000 1,200 2.50 3,000 
4 11.25-12.50 10,000 1,000 2.25 2,000 
5 12.50-13.75 8,000 800 2.00 1,600 
6 13.75-15.00 4,000 400 1.75 700 
7 15.00-16.25 2,000 200 1.50 300 
8 16.25-17.50 1,000 100 1.25 125 
; 9 17.50-18.75 500 50 1.00 50 
10 18.75-20.00 500 50 75 37.50 
11 | 20.00-21.25 250 25 .50 12.50 
21.25-22.50 
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basis, will show the process by which the probable total 
cost of such a system would be ascertained.? For the 
purpose of the illustration it is assumed that the basic 
wage for adult males is $15 a week, for females, $7.50 a 
week, and that the weekly allowance for each child is 
$3. The amount which the employers were to pay into 
the central fund per employee was to be ascertained by 
dividing the probable total payment to the dependent 
children of male and female employees respectively by 
the total number of such employees. Thus, in the illus- 
tration given, $894,500 would be divided by 369,000 and 
the resultant quotient of $2.42 would be the amount, on 
a weekly basis, which the employers would be expected 
to contribute for each of their male employees. As in- 
dicated, the ‘‘loading”’ for female employees would be 
computed separately. Thus $25,531 to be paid out to 
child dependents of the women workers would be di- 
vided by the 93,400 such employees, and the resultant 
per capita weekly charge of twenty-seven cents would be 
paid by the employers into the central fund for every 
woman worker employed. 

As intimated, the fund was to be state-wide and ad- 
ministered by the government, which met the costs of 
administration and also underwrote its financial sound- 
ness by pledging sufficient public revenue in the event 
that the fund showed a deficit. The government statis- 
tician was given power to collect new data at any time 
and thus to revise the figures used for computing the 
employers’ contributions and thereby make the fund 
self-supporting again. It is apparent that a change in 
the relative number of children per employer and a 
change in the proportionate number of employees in the 
different groups would alter the financial estimates, and 
that a revision from time to time of the basic statistics 
would be necessary. 
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2. Exclusive, that is, of administrative costs. 
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The grants were to be paid for dependent boys under 
fourteen and for girls under fifteen, and were to be 
made for illegitimate as well as legitimate children.? No 
limits were placed on the number of children per family 
for whom the grants were paid. The sums for the main- 
tenance of the children were to be paid monthly to the 
mother of the family, not to the father. In a press 
release, the government pointed with especial pride to 
this feature, and declared that ‘‘advantage has been 
taken of the opportunity afforded by the industrial 
difficulty which has arisen, to commence an Endowment 
of Motherhood scheme —a principle to which the 
government has been committed for some time.’’ 4 

No definite statement was made in the bill itself as to 
the mechanism by which the mothers were to be paid; 
but in the hearings before the Select Committee of the 
Legislative Council, it developed that it was planned to 
send checks or post-office orders through the mails to 
the individual mothers. It was suggested at the hear- 
ings that it might be more economical to send the checks 
directly to the respective employers, who would then 
distribute them, upon application, to the mothers, thus 
removing the chances that the wrong parties might se- 
cure them, and at the same time lessening the cost 
of payment.°® 

If both fathers and mothers were employed, only one 
grant, of course, was to be paid. This could be fairly 
effectively carried out if both were employees of the 
same concern; but if they worked for different employ- 

3. If paid for an illegitimate child whose mother was already receiving an allowance 


by court order, only the difference between this allowance and the Board of Trade figure 
would be paid from the maintenance of children fund. 

4. Children’s Maintenance Bill, official article for Transmission to the International 
Press, 1919. 

5. For the discussion on this and similar points, see Report from the Select Com- 
mittee on the Financial Provisions of the Maintenance of Children Bill, New South 
Wales Legislative Council (1919), pp. 21-23. 
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ers, it would be difficult to prevent double payments, 
particularly in view of the wide area which the fund 
covered. If the mother were either dead or not taking 
charge of her child, then the payments were to be made 
to whatever woman was taking care of the domestic 
affairs of the household without pay; and if there were 
no such woman, then the father, or whoever stood in the 
position of a parent to the child, was to receive the pay- 
ment. The grants were to be paid only to the children 
of any workman who had been a resident of the state for 
more than a month, and not during any strike in which 
the employee in question took part. Those employees 
whose net income exceeded £100 a year were also ex- 
cluded from the benefits of the act. 

The act also contained a provision allowing an em- ' 
ployer to appeal to the State Court of Industrial Ar- 
bitration for exemption from the act, and if he could 
satisfy the court “‘that it would be a hardship to exact 
from him payment in full of an assessment,’’ then the 
Court could recommend that a part or the whole of the 
assessment should be either remitted or postponed. It 
was in the discretion of the Minister of Labour whether 
he would follow the recommendations of the Court. 

In three weeks from the decision of the Board of 
Trade to increase the basic minimum to £3 17s, the 
Maintenance of Children Bill had been drafted, and 
passed by the Legislative Assembly. When presented 
to the Legislative Council, a committee was appointed 
to study the financial provisions of the bill and to report 
back to the Council. This body held hearings for two 
weeks, examining the chief administrative and statis- 
tical officers of the government.’ Estimates were pre- 
pared of the probable cost under the declarations of the 
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6. Report from the Select Committee on the Financial Provision of the Maintenance 
of Children Bill, New South Wales, Legislative Council (1919), 68 pp. 
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Board of Trade and under the Maintenance of Children 
Bill. It was estimated that there were 427,000 adult 
male wage- and salary-earners in New South Wales in 
1919, of whom 190,000 were considered to be under the 
awards of the state arbitration bodies, 90,000 either sub- 
ject to the Federal Court of Arbitration or in occupations 
not covered by the bill (in rural industries, domestic 
service, etc.); the remaining 147,000 were in industries 
not then subject to the rulings of the arbitration bodies, 
but would come under the new system. It was assumed 
that, if the declaration of the Board of Trade of £3 17s a 
week as the minimum were followed, all adults would “re- 
ceive the full advance of 17s, with a deduction of 1s to 
provide for a less advance to juniors.’’’ This was in con- 
formity with the usual practice followed in wage decisions 
in Australia, by which those already receiving more than 
the minimum were given the same absolute increase 
as those at the minimum. The Federal awards were at 
that time appreciably higher than the previous award 
of £3, and it was estimated that the raising of the state 
wage-scale would cause only an 8-shilling average in- 
crease for those under federal awards, and the same for 
those workers outside the scope of either the state or 
federal courts. The estimated cost in wages of increas- 
ing the minimum from £3 to £3 17s was then found to 
be as follows: 


Annual 
Weekly Increase Amount 
Class Number in shillings in pounds 
State Unionists (under 
state awards) ......... 190,000 16 7,900,000 
Federal Unionists and others 
not under the Bill. ..... 90,000 8 4,930,000 
eee oe 147,000 


aT pC Ee A RS Pre 12,830,000 
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From this, however, was deducted the estimated per- 
centage of time lost through unemployment when no 
wage would be paid, and this, upon past experience, was 
fixed at 7 per cent. Deducting this percentage, the 
Committee presented the figure of £11,930,000 as the 
probable total net increase in wages were the declaration 
of the Board of Trade to be followed.® 

In making the estimates of the cost which the Main- 
tenance of Children Bill would entail, it was estimated 
that — assuming £3 17s to be the proper weekly sum 
for a family of four that included two children— £3 2s 
would be the basic wage set for man and wife, and that 
the cost of the two children would be 15 shillings or an 
average of 7s 6d. The increase allowed by the bill would 
therefore fall into two classes: (a) the increase in the 
new basic wage over the old; (b) the cost of the grants 
to the children. 

After deducting one sixteenth because of the smaller 
advance given to juniors, and after estimating that no 
increase would be given to employees and others not 
under the bill, and that the third group (at that time 
not subject to the decisions of either the state or the 
federal arbitration courts) ® would receive only one half 
the increase given to the first, the estimate as to the 
total increases in the basic wage is given below. 

Grants would be given to 337,000 male employees for 
the support of their children. The census statistics in- 
dicated that the average number of children per male 
employee of eighteen years and upwards was between 
eight and ten. It was thought perfectly safe, therefore, 

8. Ibid., p. 3. 

9. A very pretty question is raised as to the exact status of these employees under 
the bill. They were manifestly included in so far as the grant to their children was con- 
cerned, Were they included, however, as regards the fixation of the basic wage? The 
clause covering this point was an amendment to the Industrial Arbitration Act, and the 


government statisticians treated this third group of 147,000 as still being outside the 
provision of the Board of Trade’s declaration of the basic wage. 
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Annual 

Increase 
Class Number Weekly Increase (in pounds) 

State Unionists... . 190,000 1s 103d 930,000 

Federal Unionists 
and others...... 90,000 nil Baa 

ee 147,000 114d 360,000 
WS od teeta badas dks sia ees Benak 1,290,000 
Less 7 % for unemployment ............. 90,000 
OU OE isa 5 ate cd ie be KN aS 1,200,000 


to estimate that for every male worker there would be 
one dependent child. There would therefore be approxi- 
mately 337,000 children to be maintained at a weekly 
expenditure of 7s 6d each. The deductions covered by 
the sliding scale were expected to amount to 22 per cent. 
The cost of the children’s allowance was therefore esti- 
mated to be: 


337,000 children at 7s a week................. £6,570,000 
Less 22 per cent for sliding scale.............. 1,450,000 
5,120,000 

To which should be added: 
Fe Ee eo et ee ne eee 200,000 
Estimated increased basic wage............... 1,200,000 
5 ee oe ores Ore CR ern ener e £6,520,000 


This was £5,410,000 less than the estimated cost on the 
other basis, and indicated that the method proposed 
would mean approximately only one half the increased 
cost that the use of the four-member family as the norm 
would entail. No estimate was made of the probable 
increased cost that the inclusion of women under the 
plan would entail. 

By the time the measure came to be voted on in the 
Legislative Council, the declaration of £3 17s by the 
Board of Trade had become effective. Both the repre- 
sentatives of labor and those of capital were distinctly 
reluctant to favor the plan, and it was accordingly 
defeated. 
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In 1920, the Holman government was defeated and a 
Labor ministry came into power. This government 
promised to introduce a child-endowment bill, and 
finally did so in 1921. No change was proposed in the 
basic wage, which was to continue as the amount neces- 
sary to support man, wife, and two dependent children. 
The bill provided ' for the payment to the mother out of 
public funds of six shillings per week for every child 
under fourteen in excess of two. The size of this subsidy 
would be decreased by excess of the family’s income over 
the basic wage. Thus, if the basic wage were £4, and if 
a family with three children under fourteen had an in- 
come of £4, 4s, the amount of the weekly allowance for 
the third child would be only 2s (that is, 6s—4s). The 
amount of the general weekly allowance might be altered 
by the Minister of Health on the advice of the Board of 
Trade. This bill also was passed by the Assembly but 
defeated in the Council. The Labor government was in 
turn defeated in the 1922 elections. 

The differences between the Labor Ministry’s bill of 
1921 and that of the Holman government are manifest. 
The later bill, by accepting the four-member family as 
the basis and by providing allowances only for children 
in excess of two per family, would not have decreased the 
sums received by single men, or by married men with no 
dependent children. It therefore would not have re- 
adjusted the inequality of income relative to need as 
between such workmen and those with one or two chil- 
dren. It would, however, have protected those families 
with more than two children. Furthermore, by the 
later measure the expense would have been thrown 
upon the tax-payers instead of upon the employers, 
according to the number and sex of their employees. It 


1, See New South Wales, An Act to Provide for the Endowment of Motherhood, etc. 
(1921), 8 pp. 
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is apparent that the ultimate incidence of the burden 
would have been distinctly different under these two 
measures. 


III. Tae Report or THE AUSTRALIAN Basic WAGE 
CoMMISSION AND ITS AFTERMATH 


The general discontent on the part of labor with the 
various wage awards led Mr. W. M. Hughes, the then 
Prime Minister of Australia and leader of the National- 
ist Party, to make the following promise in his policy 
speech at Bendigo on October 30, 1919, in the general 
election campaign of that year: 


If we are to have industrial peace we must be prepared to pay the 
price, and that price is justice to the worker. Nothing else will serve. 
We have long ago adopted in Australia the principle of compulsory 
arbitration for the settlement of industrial disputes and of the mini- 
mum wage. The cause of much industrial unrest arises with the 
real wage of the worker. This real wage decreases with the increase 
in the cost of living. Now, once it is admitted that it is in the in- 
terests of the community that such a wage should be paid as will 
enable a man to marry and bring up children in decent wholesome 
conditions — and that point has been settled long ago — it seems 
obvious that we must devise better machinery. for ensuring the pay- 
ment of such a wage than at present exists. The government is, 
therefore, appointing a Royal Commission to inquire into the cost of 
living in relation to the minimum or basic wage. The Commission 
will be fully clothed with power to ascertain what is a fair basic wage 
and how much the purchasing power of the sovereign has been de- 
preciated during the war. Also how the basic wage may be adjusted 
to the present purchasing power of the sovereign, and the best means, 
when once so adjusted, of automatically adjusting itself to the rise 
and fall of the sovereign. The government will at the earliest pos- 
sible date create effective machinery to give effect to these prin- 
ciples.? 


Three representatives of both workmen and employ- 
ers were appointed on nomination by their respective 
national organizations, and they in turn selected Mr. 


2. Age, October 31, 1919. Quoted in Report of Royal Commission on the Basic 
Wage, No. 80, 1920, pp. 7-8. 
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A. B. Piddington as chairman.’ The commission was 
asked to inquire into three matters:‘ (1) ‘‘The actual 
cost of living at the present time, according to reason- 
able standards of comfort, including all matters com- 
prised in the ordinary expenditure of a household for a 
man with a wife and three children under fourteen years 
of age and the several items and amounts which make 
up that cost’’; (2) ‘the actual corresponding cost of 
living during each of the last five years’’; (3) ‘‘how the 
basic wage may be automatically adjusted to the rise 
and fall from time to time of the purchasing power of the 
sovereign.” 

The Commission conducted a most searching inquiry 
for over eleven months, during which they held one 
hundred and fifteen public sittings in the seven prin- 
cipal cities of the Commonwealth, examining approxi- 
mately eight hundred witnesses; and in addition to 
receiving nearly six hundred exhibits, conducted ex- 
tensive independent investigations. 

The employers attempted early to have the letters 
patent creating the Commission altered so that the 
inquiry might be limited to “‘the humblest worker,”’ but 
failed to induce Mr. Hughes so to instruct the Com- 
mission. After making its inquiry, the Commission 
refused to consider this basis, and declared instead that 
“‘reasonable standards of comfort” should be deter- 
mined, ‘“‘not by reference to any one type or group of 
employees, but by reference to the needs which are 
common to all employees, following the accepted prin- 
ciple that there is a standard of living below which no 
employee should be asked to live.””*> In effect, there- 


3. A satisfactory short account of the Commission, its problems and its work, is that 
of Professor H. Heaton, The Basic Wage Principle in Australian Wages Regulation. 
The Economic Journal, vol. xxxi (Sept., 1921), pp. 309-319. 

4. Report of the Royal Commission on the Basic Wage, Parliament of the Common- 
wealth of Australia, No. 80, 1920, p. 4. 

5. Ibid., p. 17. 
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fore, the Commission reaffirmed the broad standard 
laid down by Mr. Justice Higgins in the Harvester Case, 
namely, ‘‘the normal needs of the average employee 
regarded as a human being living in a civilized com- 
munity.” The Commission’s detailed analysis of what 
were the proper items in such a standard was most care- 
ful and detailed. 

1. Rent. The Commission ruled that a five-room 
house with plumbing and a bath-tub was the undeniable 
minimum of decency for a family of five. The argument 
of the employers that there were not enough five-room 
houses in existence to justify this as a basis for all was 
rejected, altho the Commission did not advance the 
somewhat patent refutation that, if the wages were in- 
creased, there would then be a greater demand for the 
five-room houses and hence they would be built. The 
cost of such a house they found to be, in Melbourne, 
£1, Os 6d per week, and approximately the same in the 
other large cities, with the exception of Brisbane where 
the cost was estimated at 17s weekly. 

2. Clothing. The Union representatives brought in 
an estimated minimum annual clothing budget of be- 
tween £194 and £195 (approximately $950) for the 
family. The employers objected to this budget as un- 
duly extravagant and presented a counter-budget of 
£105, which the unions did not accept. The committee 
then conducted an independent investigation, and 
framed a clothing budget providing such items for the 
husband as two thirds of a suit a year plus two pairs of 
working trousers, an overcoat once in four years, two 
pairs of boots a year, plus a pair of shoes every two years. 
The wife was allowed a hat a year plus another cheaper 
hat every two years, one winter costume every three 
years and one summer costume every three years plus 


6. One workingman witness testified that he required five tailor-made suits a year! 
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two skirts in three years and approximately four blouses 
a year. Two pairs of shoes and a pair of slippers were 
also allowed. This clothing budget amounted to slightly 
under £82, but the Commission deducted 3 per cent 
from this as the probable savings that would be effected 
at sales, and 5 per cent as a rough allowance for savings 
secured through home sewing and the cutting down of 
garments. The total allowance for clothing in Mel- 
bourne was fixed at £75 6s 5d, or approximately 40 
per cent of what the workers had claimed and 28 per 
cent less than what the employers had been willing to 
allow. 

3. Food. The unions made a decided effort to get the 
Commission to agree that the Australian workers needed 
many more calories per day than Americans or English- 
men. A Professor at the University of Melbourne 
testified that he believed an adult male Australian 
needed 5000 calories a day, altho he advanced no proof 
for that as an average. and indeed stated, in a textbook 
which he subsequently issued, that 3300 or 3500 calories 
was the average requirement for moderate muscular 
work.’ The Commission, however, accepted the stand- 
ard estimate of Atwater of 3500 calories, and treated the 
family of five as equivalent to 3.30 adult males in their 
food-consumption. The Commission then agreed upon 
a dietary that would yield the necessary number of 
calories, using the food-value adopted by the Food 
Supply Committee of the Royal Society in 1916. These 
items were then priced in the various cities, and the 
weekly cost for the “‘standard” family was found to 
range from £2 3s 13d in Brisbane to £2 8s 113d in Ho- 
bart. For the four intermediate cities the variation in 
cost fell within a range of approximately two shillings. 


7. The witness testified later that this was an error which had crept into the book, 
and reaffirmed his attitude in favor of 5000 calories. 
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4. Miscellaneous Items. A number of items which 
Mr. Justice Higgins had lumped together approvingly 
in his 1907 decision, and which the Union representa- 
tives strenuously sought to have included, were re- 
jected by the Commission, as unnecessary ingredients 
of the comfort standard. Among these were life insur- 
ance, unemployment insurance, old-age annuity, church 
and charity, alcoholic and ‘‘soft”’ drinks, and tuition in 
music and art. The statement which the Commission 
made in refusing to recognize a provision for life insur- 
ance is, in the light of the development that followed, 
interesting. ‘‘ Looking again at the typical family, as 
that term has been interpreted by the Commission, the 
Commission has no means of deciding what measure of 
actuarial probability there is that such family will be de- 
prived of the husband while the family still retains in 
other respects its present structure.’’ ® 

The Commission did approve, however, an allowance 
of £4 a year for holidays as a means of lessening the 
strain upon the mother, and as a substitute for provid- 
ing her with paid household assistance. Other miscel- 
laneous items that were admitted were fuel and light, 
laundry and kitchen requisites, renewal of household 
linen, crockery, lodge and union dues, medical and 
dental care (about $10 a year), amusements, recreation 
and library ($25 a year), fares, and school requisites. 
The total allowed weekly for these miscellaneous items 
ranged from 19s 10d in Hobart to £1 1s 23d in Adelaide 
and Perth. 

5. The Totals. The whole budget gives evidence of 
having been carefully and conservatively drawn up, and 
the Commission found that the cost of this budget for a 
family of five in 1920 and in 1914 for each of the prin- 
cipal cities was as follows: 


8. Report of the Royal Commission on the Basic Wage, op. cit., p. 46. Italics mine. 
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Cost per week Cost per week 
1920 1914 

City ga € Ss @ 
ES nso neccakescaceat 516 6 ee 
LS mene 517 0 312 6 
Pee ee § 6 2 3 411 
a ca ect ke aacon 515 6 an ate 
A Reg 516 1 311 4 
Roa Vanes acest 513 1 3 13 11 
er ee 5 16 11 3 61 


This report, unanimous in so far as it concerned itself 
with the cost of the given standard of living in these 
years, was of extraordinary significance when compared 
with prevailing wages as they had been decreed by 
arbitration bodies. The highest wage level had just 
recently been set in New South Wales, amounting to 
£4 5s.° The Commonwealth Court, a short time be- 
fore, had raised wages in two trades to £4 2s, but the 
vast mass of employees under their jurisdiction received 
appreciably less than this. In South Australia the basic 
wage was only £3 15s; in Tasmania, £3 17s; and the 
prevailing basic wage in Melbourne seems to have been 
about £3 16s. The sum fixed by the Commission was 
therefore approximately 36 per cent above the highest 
wage set (that of New South Wales), and about 53 per 
cent above the general minimum prevailing elsewhere. 
Furthermore, it was evident that the wages set by 
the arbitration courts had always been less than the 
money needed in the various years to purchase the 
equivalent of this standard. Thus the Commission 
found that in Sydney in 1914, £3 12s6d was necessary to 
secure the agreed commodities for a family of five, yet 
in that year Mr. Justice Heydon had fixed £2 8s as the 
minimum. It would have been necessary to increase 
this wage by approximately 50 per cent to bring it up to 
the standard of the Commission, less a deduction for the 


9. This, it should be remembered, was on the basis of a family of two children and 
not of three, as was the standard followed elsewhere in Australia. 
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fact that Justice Heydon’s decision provided for only 
two children, while the commission was providing for 
three. Mr. Justice Higgins’s award of £2 2s, in 1907, 
was also shown to be distinctly inadequate when judged 
by this standard, and his allowance of only 9s 6d weekly 
for clothing and miscellaneous expenditures, to have 
been a very great understatement. 

The report of the Commission was presented to the 
Prime Minister on November 19, 1920 and proved to be 
a veritable bombshell. The unionists were delighted at 
the figures set, while the employers were struck with 
consternation. Mr. Hughes immediately called upon 
Mr. Knibbs to furnish him with data as to the ability of 
industry to pay a wage adequate to meet the standard 
set. Two days later, Mr. Knibbs submitted a mem- 
orandum and stated that ‘‘such a wage cannot be paid 
to all adult employees because the whole produced 
wealth of the country, including all that portion of pro- 
duced wealth which now goes in the shape of profit to 
employers, would not, if divided equally amongst em- 
ployees, yield the necessary amount.”’ + 

This memorandum was of a confidential nature, and 
portions of it only have been made public. But, by the 
courtesy of the present Commonwealth statistician, I 
have been furnished with the most important data upon 
which Mr. Knibbs based his conclusions. These were 
figures for manufacturing in the whole Commonwealth 
and for mining in New South Wales, giving the amount 
of capital invested, the amount of net profits and in- 
terest, the percentage which this net profit and interest 
formed of the invested capital, and showing how much 
this would amount to weekly if distributed equally 
among all employees. 

In the case of manufacturing, the invested capital is 


1. Quoted in Piddington, The Next Step, p. 22. 
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made up of three items: (1) value of land and buildings; 
(2) value of plant and machinery; (3) value of manu- 
factured, partly manufactured, and raw material on 
hand. The first two items had been previously sup- 
plied by the manufacturers, while the third item was 
‘‘estimated on the assumption that on the average there 
is a complete turnover three times a year.’”’? The 
amount of profit was computed by deducting ‘‘ wages, 
fuel, overhead charges, and estimated allowance to 
working proprietors,”’ * from the value added by manu- 
facture during the year; but no allowance was ‘‘ made 
for interest (if any) payable on borrowed capital.’ ¢ 
The figures for manufacturing follow. 


Taste II. Tue Asiity or AUSTRALIAN MANUFACTURING 
InpusTRIEs TO Bear INcREASED Waass, 1913-1918 
































: ; Interest and Net Profit etiam tae 
— ~~~ om Net Profit per 
Per Cent on | Employee, per 
Amount Capital week 
1913 £117,148,241 £15,788,279 13.48 % 17s 10d 
1914 124,880,083 16,154,833 12.94 18 8 
1915 126,802,881 16,862,145 13.30 19 9 
1916 131,212,049 17,013,610 | 12.97 20 7 
1917 146,971,590 19,717,076 13.42 23 6 
1918 158,577,255 22,090,452 13.93 25 10 















The following table shows the same data for the coal 
mines of New South Wales. 


2. Letter from the Commonwealth Bureau of Census and Statistics to the author, 
January 8, 1923. 


3. Ibid. 
4. Ibid. 
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Taste III. Toe Apsiity or Coat Mines 1n New Sours 
Wates To Bear INcREASED WacEs, 1913-1918 














Approximate Annual Profit . 
Coal Mined Approximate 

Year (Tons) profit per miner, 

Per ton Aggregate per week 
1914 10,390,662 ls 3d £649,414 12s 7d 
1915 9,449,008 1 2 551,192 11 9 
1916 8,127,161 2 4 440,221 10 1 
1917 8,292,867 ye os 863,840 19 3 
1918 9,063,176 1 ll 868,554 19 10 




















The figures tell their own story. If they are to be be- 
lieved, had all the interest and profits in manufacturing 
been divided equally among the workers in 1918, wages 
would have been increased by only 25s 10d, and in 
mining by 19s 10d. Because of the general increase in 
the price level by 1920, they would undoubtedly have 
amounted to something more in absolute terms, but it 
is most improbable that they would have been sufficient 
to meet the general increase, of from thirty-one to forty- 
one shillings a week — the sum that would have been 
necessary had £5 16s been declared as the universal 
basic wage. 

Immediately upon receiving Mr. Knibbs’s memoran- 
dum, Mr. Hughes called Mr. Piddington into con- 
ference, and at five o’clock in the afternoon asked Mr. 
Piddington to prepare a memorandum on the following 
six points: (1) the true incidence of the cost of living; 
(2) how the findings of the Commission as to cost of 
living may be distributed between (a) man and wife, 
(b) each of three dependent children; (3) how the said 
finding of the Commission can be made effective so as to 
secure for every employee the actual cost of living ac- 
cording to its true incidence, accepting the finding of 
£5 16s as the actual cost of living for a man, wife, and 
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three children; (4) the effect upon industry, domestic 
and in foreign countries, of making a basic wage for all 
employees of £5 16s; (5) the effect of that course 
upon prices and the actual realization of the desired 
standard of comfort: (6) the effect upon the Com- 
monwealth’s obligations to its employees, permanent 
and temporary, of whatever course is adopted. 

That evening, Mr. Piddington submitted to the 
Prime Minister a personal memorandum on these points, 
which caused almost as much discussion as the report of 
the Commission itself. He cited the Australian Census 
of 1911 to show that there were then 975,000 male wage- 
earners but only 879,400 children under fourteen, or an 
average of .90 per male employee. Moreover, 438,700 
of the male employees at that time were not married. 
Estimating the number of employees in 1920 to be 
1,000,000, the number of children to be 900,000, and 
with other figures corresponding, he pointed out ‘‘that 
at present the industries of the Commonwealth pay as 
if the children were 3,000,000 (i. e., three children for 
each of 1,000,000 employees).' In point of fact the 
children of employees in the Commonwealth number 
900,000. Thus industries now pay for 450,000 non- 
existent wives; 2,100,000 non-existent children.’’ ® 

In reply to the second question Mr. Piddington esti- 
mated that the £5 16s which the Commission fixed as 
the cost of living could be allocated between man and 
wife and the children on the basis of £4 for the man and 
wife and £1 16s for the three children, or 12s apiece. 

Mr. Piddington then followed with his constructive 
suggestion for a family wage, in the following words:’ 


5. That is, ignoring the basis for the state awards in New South Wales. 
6. Report of the Royal Commission on the Basic Wage, pp. 89-90. 
7. Ibid., p. 90. 
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(a) To secure the actual cost of living for each employee accord- 
ing to its true incidence, it is desirable that every employee should 
receive enough to keep a man and wife: (1) because during bachelor- 
hood, which ends on the average for the whole commonwealth at the 
age of 29, ample opportunity should be provided to save up for 
equipping the home, (2) because a man should be able to marry and 
support a wife at an early age. The figures as to 450,000 non-exist- 
ent wives may therefore be disregarded. 

(6) Every employee must be paid the same amount of wages; 
otherwise married men with children will be at a disadvantage. 
There is no conceivable reason, either on economic or humane 
grounds, why an employer’s obligation to each individual employee 
should vary with the number of that employee’s children. 

(c) There is, however, every reason why employers as a whole 
throughout the commonwealth should pay for the living needs of 
their employees as a whole. Indeed that they should do so is the 
basis of the whole theory of the living wage. The proposal below 
for a tax upon employers as a whole is based upon this consid- 
eration. 

(d) The desired result can be secured by a basic wage of £4 per 
week paid by the employer to the employee and the payment of an 
endowment for all dependent children, whether three, or less, or 
more, in the family, at the rate of 12s per week. 


Mr. Piddington pointed out that, £4 being the cost of 
maintaining a man and wife, every wage-earner’s 
family which had even one child was in practice receiv- 
ing less than enough to maintain a comfort standard, 
while if the family had three or more children the short- 
age was formidable. Yet, were all the adult male work- 
ers paid enough to maintain three children, the families 
with more than three dependent children would suffer 
privation, while the married men with less than three 
children, and especially the single men, would receive 
far more than was actually needed for their support. 
He then went on to compare the probable cost of increas- 
ing the basic wage to £5 16s with that of adopting the 
family endowment system. Assuming that the existing 
basic wage was £4 a week, the weekly increase of £1 16s 
for the 1,000,000 employees would total £93,000,000, or 
31 per cent of the total income in 1918, which had been 
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set at £298,000,000. If, however, the child-endowment 
plan were adopted with no change in the basic wage, 
but with a weekly allowance of 12s per child, the total 
annual payments for the 900,000 children would amount 
to £28,080,000; that is, a saving of £64,920,000 would 
result from not paying for ‘the 2,100,000 non-existent 
children.” 

A yearly contribution on the part of the employers, 
of £27 15s a year or 10s 9d a week for every employee, 
would be sufficient to provide this subsidy for the chil- 
dren. The basic weekly wage bill for the employers 
would therefore be only £4 10s 9d, as contrasted with 
the £5 16s which would be necessary if all males were 
paid a wage adequate to maintain a family of five. 

The remainder of the memorandum was devoted to a 
discussion of some of the probable effects of increasing 
wages to £5 16s a week. It was predicted that the ex- 
port industries, producing some 38 per cent of the 
national income of 1918, would be maimed in the case of 
manufacturing and severely crippled in that of the 
primary industries. So far as domestic industry was 
concerned, Mr. Piddington believed that the increase in 
wages would result in an increase in prices, altho this 
would amount to only one half the increase in wages, on 
the assumption that the labor cost was 50 per cent of 
the value. This increase in prices would render the new 
wage of £5 16s in turn inadequate, altho not as inade- 
quate as before. If the given standard of living were 
continued, a further increase in wages would be neces- 
sary, which in turn would be accompanied by a further 
increase in prices — and soon. With every increase the 
export trade would, of course, find it more and more 
difficult to compete against other countries. 

On the next day, Mr. Hughes read in Parliament 
parts of the memoranda prepared by Mr. Knibbs and 
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Mr. Piddington, and declared: ‘‘One thing I do reject 
absolutely and without reservation; I reject, because of 
its impossibility, any proposal to pay £5 16s.” He 
refused to make any definite commitment in regard to 
the child-endowment plan prepared by Mr. Piddington, 
contenting himself with saying that the government was 
studying the matter further. 

Less than three weeks later, the government an- 
nounced that it was increasing the wages of its own mar- 
ried employees from the previous minimum of £3 15s 4d 
a week to £4. Single men, who had previously been 
given by the Public Service Arbitrator, Mr. Justice 
Starkey, a lower wage of £3 2s 4d, were granted an 
annual increase of £12, to equal the increase in the basic 
wage granted to the married men. In addition, a 
weekly endowment of five shillings for every dependent 
child was granted. The announcement of this latter 
point was accompanied by the statement that ‘‘it was 
not suggested that this amount was sufficient.” * Three 
rates of wages were thus set up: a weekly minimum 
for single men of £3 6s 11d; £4 for married men; and 
above this, rates which increased five shillings with 
every dependent child. These wages have since been 
confirmed by the Public Service Arbitrator.° 

In 1921, Mr. Piddington brought out an amplifica- 
tion of his views in an interesting little pamphlet, The 
Neat Step — A Family Basic Income.1 Three new 
points of importance are here developed by Mr. Pidding- 
ton. First, he attempted to estimate the number and 
percentage of the members of workers’ households that 
were adequately and inadequately provided for by the 
Harvester Wage and its revisions. Concluding that 


8. Piddington, The Next Step, p. 27. 
9. Ibid. (second impression) p. 65. 
1, Published by MacMillan and Co., Melbourne, 
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this wage had been sufficient to support man, wife, and 
one child, he computed that it was just adequate for 
9.8 per cent of all the members of working-class families; 
it was more than adequate for 31.8 per cent of the work- 
ing-class population, (that is, those who were unmarried 
and those couples who either had no children or whose 
children had grown up); while for 58.4 per cent it was 
inadequate.” 

The second feature was the suggestion that such 
businesses as might be suffering from a severe but tem- 
porary depression might secure the remission or suspen- 
sion of part or whole of the tax levied upon them, by 
the decision of an official expert. Mr. Piddington seems 
not to be certain whether the endowment to the chil- 
dren as a whole should be correspondingly reduced in 
such cases, or whether the deficit should be met from the 
general revenue, for in one place he suggests the former * 
and in another the latter.‘ 

The final new item is the argument that the family 
endowment plan is necessary to increase the population 
of Australia so that the vacant land may be populated. 


2. The Next Step, p. 18. The table upon which these figures are based is as follows: 





More than Less than 
adequately Adequately adequately 
Class provided for provided for provided for 
Unmarried males 450,000 
Families in which 
children were Wesbends poy 
grown up . 
Families with Husbands 70,950 
no children Wives 70,950 
oa ‘ H Te 80,298 
Rent wth — pare 30'298 
one child Children Sank 80,298 
a a Ayan 79,749 
pe A — str Secs 79°749 
two children Children a7 ion 159,498 
Husbands er er 226,058 
ent of Wives ae aol 226,058 
—— Children i aad 660,204 
Total 797,790 240,894 1,431,316 
Per cent of total 31.8 9.8 58.4 


3. Ibid., p. 50. 
4. Ibid., p. 63. 
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‘‘A forcing of the door we have locked against the mil- 
lions of the near north is at any time and in any cir- 
cumstances unlikely, because of the Empire’s support 
and America’s sympathy. But if we do not populate 
Australia, we may have to resist the moral pressure of 
European public opinion, which misconceives the policy 
of white Australia as a policy purely selfish and paro- 
chial.” > The national guarantee that dependent chil- 
dren will be provided for in their own homes from the 
moment of their birth ‘‘ would increase the birth-rate, 
lower the death-rate (especially that of children) and 
would stimulate the immigration of men and women 
who possess the natural instinct for family life.” 


The Australian unions have endeavored to have the 
basic wage of £5 16s established as the minimum for all 
workers, and have bitterly attacked Mr. Hughes for 
what they regard as the breaking of the Bendigo pledge. 
They have also attacked some of the computations 
made by Messrs. Piddington and Knibbs. Thus they 
have pointed out that the former considered only de- 
pendents under fourteen and took no account of those 
over that age who were either wholely or partly depend- 
ent upon the wage-workers. Among these classes were: 
(1) old-age and invalid pensioners; (2) boys and girls 
over fourteen receiving less than a living wage; (3) 
fathers, mothers and relatives dependent upon adult 
workers; (4) all schoolchildren over fourteen ; (5) all 
workers temporarily unable through sickness and un- 
employment to earn wages.® 

They also attacked the use of £298,000,000 as a basis 
for computing the national income. They pointed out 


5. Ibid., pp. 56-57. For a further development of Mr. Piddington’s views on this 
subject sce his article in The New Outlook, July 26, 1922, pp. 168-169. 

6. The Basic Wage Betrayal, published by the Committee of the Conference of 
Federated Unions, p. 6. 
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that, with the 37 per cent increase in prices, the value in 
1920 of the same physical yield would be £409,000,000.’ 
Furthermore, they showed that these figures covered 
only agriculture, grazing, dairy, poultry, and bee farm- 
ing, forestry and fisheries, mining, and manufacturing, 
and that a number of items were omitted such as (1) 
value added by wholesale and retail trade, (2) value of 
government services, including the military and naval 
forces and civil officers, (3) professional and domestic 
service, (4) transportation, (5) building and construc- 
tion, (6) rent of buildings not used for commercial pur- 
poses, (7) banking, insurance, etc., (8) output of bakeries 
and of factories employing less than four persons, which 
had not been included in the official statistics for manu- 
facturing.*® It is thus probable that the total national 
income was considerably in excess of the figures of Mr. 
Knibbs which were quoted by Mr. Piddington. It is 
not clear, however, that these criticisms affect Mr. 
Knibbs’s figures as to the capacity of industry to pay 
higher wages. Most of the items suggested by the labor 
representatives constitute additional main sources of 
nationalincome. Save for the very pertinent suggestion 
that prices and profits should be reckoned in terms of 
1920 conditions instead of those of 1918, they do not 
expand the figures given for those industries which were 
used by Mr. Knibbs. Mr. Knibbs’s fundamental posi- 
tion therefore has not been successfully overthrown. 
His data for manufacturing and mining indicate that, 
even had the profits and interest been reckoned in terms 
of the increase in the price level from 1918 to 1920, it is 
most doubtful whether their entire amount would have 

7. This claim has been approximately confirmed by the more recent statistics of the 
Bureau of Census and Statistics, which has fixed 402.2 millions of pounds as the probable 


total product in 1920-21. Prices, Purchasing Power of Money, Wages, Trade Unions, 
Unemployment and General Industrial Conditions, 1921, p. 110. 


8. The Basic Wage Betrayal, pp. 10-12. 
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been sufficient to meet the increase in wages which the 
payment of £5 16s as the basic minimum would have 
necessitated. That profits and interest could thus be 
entirely obliterated is of course inconceivable. 


IV. More Recent DEVELOPMENTS 


In 1921 the Queensland government, in an arbitration 
case concerning the payment of its employees, offered 
to adopt the child-endowment system for government 
service. This was rejected by the public service unions, 
who expected, as Mr. Piddington believes, that the 
arbitration court would adopt the plan and thus relieve 
the unions of the burden of voluntarily accepting such a 
measure at the very time when the other unions were 
demanding that all workers should receive the ‘‘five- 
person” wage.’ The court, however, felt that it did not 
have power by itself to institute such a system and that 
legislation was needed. It therefore granted no increase 
at all but continued the previous wage of £4 5s. 

The various arbitration courts have uniformly refused 
to establish the basic wage computed by the Commis- 
sion of 1919-20. Mr. Justice Powers of the Common- 
wealth Court, in denying the application for £5 16s as 
the minimum, indorsed the child-endowment plan as the 
only way out of the situation, saying: 

I am satisfied from the inquiries I have made myself that it [the 
basic wage for two, plus an allowance for every child] is practicable 
and that it would do more to make the people who are now in an in- 
tolerable position more satisfied than they would be by any other 
method. Pending legislation, however, the present basic wage must 
be continued. The present basic flat rate does not give the other 
154,000 husbands with families of more than three young children 
enough to keep them in any sort of comfort, and those with large 
families on the basic wage must have a miserable existence. The 


present basic wage allows the workers who have more than three 
living children under fourteen years of age to live without the neces- 


9. Piddington, The Next Step (second impression), p. 65. 
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saries of life as a human being. . . . The method proposed [child- 
endowment] will, if adopted, remove the greatest cause of industrial 
discontent and misery, namely, the inability of many workers to 
feed their children properly and clothe them decently, however hard 
they work for the basic wage. 


The Queenland court of Arbitration also, while deny- 
ing the claim that all adult male workers should receive 
£5 16s, approved the principle of the child-endowment 
measure as follows: 


The effect of prescribing an equal basic wage for men married and 
single is that the single men are enabled to maintain a higher stand- 
ard of life than are the married men, their wives, and their children, 
and that the inequality of the standard is widened as the responsi- 
bility of the married man for the care and upkeep of children in- 
creases as the family grows in number. . . . If justice to the worker 
requires that regard should be had to the greater social needs of the 
average married man, so that his standard may be approximately 
equal to that of the average single man, and if justice is the price of 
industrial peace, it is obvious that we are not paying the price and 
also obvious that in this respect this court has not the power to do 
such justice.? 

It will be noticed that both of these courts, while 
approving the measure, believed legislative action to be 
necessary before it could be instituted. 

The New South Wales and Tasmanian Arbitration 
bodies have also refused to established the basic wage 
at the figure of £5 16s as its equivalent. The plan of 
child-endowment has also attracted attention in New 
Zealand. Mr. Justice Frazer, President of the New 
Zealand Arbitration Court, has said that ‘‘it was the one 
remedy for the injustice of taking account of the average 
family,” * but that the court could not by itself in- 
stitute such a measure. 

The more recent attitude of Australian labor to the 
proposal has been interesting. While there was a con- 

1. Quoted in Piddington, pp. 67-68. 


2. Ibid., pp. 47-48, 
3 Piddington, A Coming Reform, The New Outlook, July 26, 1922 (vol. i), p. 168. 
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tinual campaign for the establishment of £5 16s as the 
basic wage for all, the New South Wales State Con- 
ference of the Australian Labour Party in April 1921 
submitted a motion to the Federal Labour Party recom- 
mending that the latter should favor ‘‘a comprehensive 
national scheme” which “‘would provide for (a) the 
fixation of a basic wage for a man and wife, found on the 
stabilized cost of living; (6) the maintenance of all 
children of the nation by a direct charge on the whole 
community by means of a graduated tax on all in- 
comes.” * It will be noticed that this was substan- 
tially the plan proposed both in the New South Wales 
Bill of 1919 and by Mr. Piddington, save that it called 
for the raising of funds for the child-endowment by the 
state through a progressive tax on incomes, instead of by 
a levy upon the employers according to the number of 
their employees. 

The All-Australian Congress of Trades-Unions in their 
meeting of 1921 passed two resolutions. The first was 
“‘that this congress adopts the findings of the Federal 
Basic Wage Commission in their entirety and calls upon 
the Prime Minister, the Federal government, and the 
State government, to take action to give all > workers 
the benefit of the wage prescribed by the commission.”’ ® 
The second, which was carried unanimously, pledged the 
congress ‘‘to endorse the principle of the endowment of 
motherhood and childhood . . . such payments to be a 
charge on the whole community and to be recognized as 
an individual right and not associated in any way with 


_ the economic circumstances of the husband or father.” 7 


There was thus a combination of the child-endowment. 
scheme with the £5 16s basic wage for all. 


4. Quoted in preface to Piddington. 5. Italics mine. 
6. Quoted in Piddington, The Next Step, pp. 65-66. 
7. Tbid., p. 66. 
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Mr. Piddington has been carrying on a campaign to 
popularize his plan and has addressed important labor 
bodies upon it. While Mr. Piddington has evidently 
been making some impression upon the labor movement, 
his proposal has been bitterly attacked by the more 
radical elements, particularly by the single men. Thus 
a letter to the Labour Call, of Melbourne, labels it as 
a “‘child stock-breeding plan,” and declares that ‘‘ child- 
less wage-earners (are) heavily fined to help the breeding 
of fourteen-year-olds.” The letter concludes with the 
statement: ‘‘Are we not split up enough already, with- 
out dividing into single versus married camps? Child- 
endowment? Yes! By all means! But at the public 
cost. Not at the cost of the single wage-earners and 
those whose children are fourteen years of age.”’ ° 

The Australian Labour Party at its Easter conference 
in 1923 discussed the subject of allowances for mothers 
and children. The conference declared in favor of ‘‘the 
principle of motherhood and childhood endowment,” and 
after urging that ‘‘active propaganda be immediately 
commenced in each state to achieve this object,” voted 
to appoint a committee to draw up a detailed scheme. 
One of the delegates remarked that altho Labor had op- 
posed Piddington’s scheme, they could not produce any 
substitute as definite as Piddington’s, and that it was 
essential that they go before the country with a well- 
worked out plan.’ 

It seems undeniable that the drift in Australian think- 
ing is distinctly toward making provision for those 
working-class families who have a large number of chil- 

8. See the very sympathetic account of his discussion before the Melbourne Trades 
Hall Council, in the Labour Call, February 15, 1923, p. 8. 

9. Letter of Harry E. Langridge, The Labour Call, December 28, 1922, p. 4. 
1. For a report of this conference see The Labour Call, April 26, 1923. 
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dren, instead of establishing a uniform minimum for all, 
irrespective of the number of dependents. The extra- 
ordinary development of such systems upon the con- 
tinent of Europe is evidence that this may well be one 
way out of the dilemma that results from fixing wages 
according to the needs of the so-called “‘average” 
family. Two points of struggle will undoubtedly de- 
velop: first, the basis of need to be used in fixing the 
basic wage; and second, the question whether the allow- 
ances are to be paid from government funds or the direct 
contributions of employers. The unionists, in order not 
to offend those of their members who are unmarried or 
who have few or no children, will naturally try to have 
the basic wage, to be paid to all regardless of dependents, 
as high as possible. If the example of the New South 
Wales Bill of 1921 is significant, Labor may stand for 
the continuance of the four or five member family as the 
standard. From Mr. Knibbs’s figures, however, it 
seems most improbable that industry can pay these 
wages to all, let alone the extra amount caused by allow- 
ances to dependents in excess of this number. If the 
large families are to be paid according to need, it would 
seem necessary to deflate the wages of single men and 
those married workmen without dependent children, 
or with only one or two, to the amount that they act- 
ually need. Logically, therefore, the standard should 
be that required to support man and wife, or a single 
man living away from home, plus an allowance for 
saving. 

Labor wants to have the extra expense for the main- 
tenance of children met from the public funds because 
it believes that by means of income and inherit- 
ance taxes it will be able to throw the burden upon 
the wealthier classes. The workmen are afraid that, 
if the contributions were paid by the employers, the 
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result would be an increase in prices which would be 
borne largely by the working class itself in its consuming 
capacity, and hence would render its gains illusory. 
Whatever the result, the next few years of wages regula- 
tion in Australia should show some interesting develop- 
ments. 

Pau H. Dovetas. 

Tue UNIvErsiTy or CHIcaGo. 























LEGISLATION FOR THE FARMERS: 
PACKERS AND GRAIN 
EXCHANGES 


SUMMARY 


I. The Packers and Stockyard Act of 1921, 688. — Its constitu- 
tionality affirmed, 690. — II. The Future Trading Act of 1921, 693. — 
Held unconstitutional in 1922, 696. — The Grain Futures Act of 1922, 
698.— Held constitutional, 700.— The outcome of these measures, 703. 


In spite of the fact that the present administration 
went into office on a pledge of ‘‘less government in 
business and more business in government,”’ it has given 
its assent to legislation that carries the government into 
business in two important fields, which, if not hitherto 
free from state interference, are at least now subjected 
to new forms of regulation. Reference is made to the 
livestock business done through the great stockyards 
and packing houses, and the grain business done through 
the grain exchanges at the great terminal markets. The 
task of dealing with these industries was inherited, it is 
true, from the previous administration; for the Packers 
and Stockyards Act of 1921, and, less directly, the Grain 
Futures Act of 1922, are the outcome of a movement 
started by President Wilson when, in February 1917, 
he directed the Federal Trade Commission ‘‘to inves- 
tigate and report the facts relating to the production, 
ownership, manufacture, storage and distribution of 
foodstuffs,’ and especially those facts bearing on re- 
straints of trade ‘‘out of harmony with the law or the 
public interest.” 
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I 


The law for the regulation of the meat-packing in- 
dustry, which, after a stormy course through Congress, 
emerged as the Packers and Stockyards Act of August 
15, 1921, bears little resemblance to the earlier measures 
introduced for that purpose. The Sims bill, introduced 
in November, 1918, provided for government owner- 
ship and operation of stockyards, refrigerator cars, 
storage facilities, and branch houses, and for a licensing 
system for the packers and for livestock commission 
men. Without attempting to trace the evolution of the 
present law, it may be said that the tendency through- 
out its three years of legislative history was in the direc- 
tion of more moderate legislation and of narrowing the 
scope of its application. As the law passed, there is no 
extension of government ownership in any direction, 
no mention is made of refrigerator cars, cold storage, 
or market facilities, and the license system, against 
which there was the most bitter opposition, drops out 
of sight. 

The much-debated question where the administra- 
tion of the law should be lodged — whether in a live- 
stock commission, a livestock commissioner, the Fed- 
eral Trade Commission, the Secretary of Agriculture, 
or in some two of these — was resolved by lodging it 
in the Secretary of Agriculture. Even the regulation 
of stockyards services, which for a time seemed likely to 
be given to the Interstate Commerce Commission, is 
placed in the hands of the Secretary. The Federal 
Trade Commission is shorn of its vast powers over 
these industries, much to the satisfaction of the packers, 
except as to cases pending when the act was passed, 
or when the Secretary requests it to make an investi- 
gation. 
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Title II of the act deals with the packers. It makes 
it unlawful for them to use any ‘‘unfair, unjustly dis- 
criminatory or deceptive practice or device in com- 
merce’’; to purchase or sell among themselves with a 
view to apportioning the supply if it tends to the re- 
straint of trade; to divide the territory for making 
sales or purchases, or (Section 202, e) to ‘engage in any 
course of business or do any act for the purpose or with 
the effect of manipulating or controlling prices in com- 
merce, or of creating a monopoly in the acquisition of, 
buying, selling, or dealing in, any article in commerce, 
or of restraining commerce.” 

It is made the duty of the Secretary, whenever he has 
reason to believe a packer has violated the law, to serve 
a complaint upon him, and hold hearings where answer 
may be made to the charges. If violation is established, 
the Secretary issues an order to cease and desist. Ap- 
peal lies to the Circuit Court of Appeals, and finally, 
upon a writ of certiorari, to the Supreme Court. Failure 
to comply with the order of the Secretary, unless appeal 
is taken, or after the order has been sustained by the 
Court, is punishable by a fine of from $500 to $10,000, 
or imprisonment from six months to two years, or both. 

There is little or nothing the packers are forbidden or 
commanded to do that they were not already forbidden 
or commanded to do. The innovation consists in the 
administrative machinery which the Secretary is au- 
thorized by Section 407 to set up, not for spasmodic but 
for everyday use, and in the power given him to make 
“‘such rules, regulations, and orders as may be necessary 
to carry out the provisions” of the act. For better or 
worse, the government is, in a new sense, in the packing 
industry. 

The same is true of the stockyard business, the “mar- 
ket agencies,” and traders, dealt with under Title ITI. 
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“‘Market agency” means any person engaged in the 
business (1) of buying or selling in commerce livestock 
at a stockyard on a commission basis, or (2) furnishing 
stockyard services, such as feeding, holding, delivering, 
weighing, or handling livestock. The stockyards and 
all these market agencies, tho not in terms declared to 
be public utilities, are regulated in such a way as def- 
initely to place them in that class. All charges must be 
just, reasonable and not unduly discriminatory; they 
must be published and a detailed schedule of charges 
and services filed with the Secretary; they may not be 
changed until after ten days’ notice; changes may be 
suspended pending investigation and finally be disal- 
lowed, and the Secretary may determine and prescribe 
just and reasonable charges and services, subject, of 
course, to court review. He has access to the accounts 
of persons who come under the law, and he may pre- 
scribe the form in which they must be kept. 

The constitutionality of the act has been affirmed by 
the Supreme Court in a decision handed down May 1, 
1922, in Stafford v. Wallace, 258 U. S., 375. The main 
point in issue was that of jurisdiction under the com- 
merce clause. The court had in a number of cases had 
occasion to determine the character of the meat-packing 
business. The question was examined with especial 
care in United States v. Swift, 196 U. S., 375 (1905), a 
case that came up under the Anti-Trust law, where it 
was held that ‘‘ when cattle are sent for sale from a place 
in one state, with the expectation that they will end 
their transit, after purchase in another, and when in 
effect they do so, with only the interruption necessary 
to find a purchaser at thestockyards, and this is a typical 
constantly recurring course, the current thus existing is 
a current of commerce among the states, and the pur- 
chase of cattle is a part and incident of such commerce.” 
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This case, with its doctrine of a flow of commerce, be- 
came, as Chief Justice Taft says in a recent case, ‘‘a 
milestone in the interpretation of the commerce clause 
of the Constitution,” and the court needed only to 
apply it in Stafford v. Wallace, which it did in such a 
way as to bring the commission men and traders under 
that clause. The court says: 

The stockyards are but a throat through which the current [of 
traffic] flows, and the transactions which occur therein are only 
incident to this current from west to east, and from one state to 
another. Such transactions are not separated from the movement 
to which they contribute and necessarily take on its character. The 
commission men are essential in making the sales without which the 
flow of the current would be obstructed, and this, whether they are 
made to packers or dealers. The dealers are essential to the sales to 
stock farmers and feeders. . . . The stockyards and the sales are 
necessary factors in the middle of this current of commerce. 


The regulations thusfar promulgated by the Secretary 
are in the main very general, stating in the form of rules 
the principal prohibitory and mandatory provisions of 
the law. In some cases, however, they have been 
amplified and made to apply to specific situations found 
to exist. Thus it was found that commission firms some- 
times fill their purchase orders for livestock out of con- 
signments to them, without offering such stock on the 
open market. Such a practice is obviously liable to give 
rise to abuses, and the administration is requiring that 
all livestock received on consignment must be offered 
for sale on the open market for a reasonable time. The 
rules specify the details that must be shown in accounts 
of sale and the time within which they must be ren- 
dered. 

The Secretary hascreated the Packersand Stockyards 
Administration to act for him in the execution of the 
law, and has placed it under an “‘ Assistant to the Secre- 
tary.”’ The report of the first year’s operation shows 






{ 1 
}| 
i) 
i 












692 QUARTERLY JOURNAL OF ECCNOMICS 


that some 78 stockyards had been designated as public 
livestock markets subject to the law. At about one 
fourth of these, ‘‘livestock market supervisors”’ have 
been stationed to enforce the rules, study the markets, 
and keep the Washington office informed. These 
supervisors are required to visit the yards at which none 
is regularly stationed. The Administration has or- 
ganized a field force of accountants for carrying on 
investigations and auditing accounts; and “special 
investigators to handle more or less isolated questions 
that arise from time to time will also be utilized.”’ 

A perusal of the first report of the Packers and Stock- 
yards Administration, its rules and regulations, and the 
cases, formal and informal, which have come before it, 
discloses the fact that a surprisingly large proportion of 
the attention of the Administration has thus far been 
given to the stockyards, the commission men, and the 
traders. The packers as yet have come off with but 
slight interference.! This is the more surprising since it 
was generally supposed that the legislation was designed 
primarily for the control of the packers. The stockyard 
owners have little to complain of, since they for the most 
part find themselves transferred from state regulation to 
Federal regulation; and it is probable that the greater 
uniformity in charges and services may yield them some 
benefit under Federal control. The regulation of the 
commission men and the dealers is for the most part a 
new control, which gives promise of lessening abuses 
which inevitably grow up in its absence. 


1, The most important incident that has occurred in the administration of the Packer 
part of the law is the inquiry now in progress into the Armour-Morris merger. The 
inquiry is made on the theory that the merger is a violation of Section 202, e, already 
quoted. 
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II 


Concurrently with the Packer legislation, Congress 
was preparing another plan for carrying the government 
into business, this time into the grain business. The 
Future Trading Act of 1921, and its successor, the 
Grain Futures Act of 1922, may in some sense be re- 
lated to the war-time investigation of the food supply,’ 
tho their history is more properly traced back through 
a generation of efforts to regulate the grain trade. The 
direct impetus for it is to be found in the desire to relieve 
farmers from the critical condition created by the fall in 
agricultural prices in 1920 and 1921. During the sum- 
mer of 1920 all sorts of proposals gained currency for 
agricultural relief —embargos on the importation of 
meats, reduction of freight rates on grain, stimulation of 
foreign buying, restoration of the War Finance Corpo- 
ration, emergency tariffs, and, with these, the regulation 
of the grain markets. There had been no future trading 
in wheat during the period of government control and 
for a few weeks after that control was removed. When 
the futures market was opened, the fluctuation in prices 
became more pronounced and the fall more marked. 
The conclusion was at once drawn that the wild fluctua- 
tions and sharp decline in prices were because of ‘‘spec- 
ulation on the board of trade.’’ Some form of regulation 
was made certain. During the short session of the 66th 
Congress, which convened in December, 1920, half a 
dozen bills were introduced for this purpose. The plan 
of these bills ranged all the way from a simple provision 
for the admission of producers’ associations to member- 

2. The marketing of grain was not made a part of the Federal Trade Commission’s 
“food investigation” because of the action of the government in assuming direct control 
of the wheat supply. After the war the Commission prepared a report on the Grain 


Trade, and the five volumes in which it was published came out while the Future Trad- 
ing Act was pending. 
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ship on boards of trade, to the suppression of all future 
trading and speculation. 

It was the Capper-Tincher bill which became law 
in 1921. In its original form it took the middle course, 
of placing restrictions on the amount of future trading 
that could be done. Without attempting to trace the 
interesting process by which the act as passed was 
shaped, it may be said that the effect of the hearings 
was to liberalize the views of the authors and their 
associates on the agricultural committees. As finally 
reported, all restrictions on the amount of transactions 
were removed. Certain forms of trading the bill sought, 
by means of taxation, to stop altogether. Section 3 
placed a tax of 20 cents per bushel upon those transac- 
tions ‘‘known to the trade as privileges, bids, offers, 
puts and calls, indemnities, or ups and downs.”’* It is 
not pretended that such dealings serve any useful pur- 
pose and no serious objection was made by the ex- 
changes to this section. Curiously enough it is the only 
provision of the act left standing by the decision which 
in 1922 declared another tax section of the act uncon- 
stitutional, and with it the whole body of regulations in 
the act. 

Section 4 placed a tax of 20 cents per bushel on all 
forms of future trading, but with exceptions so broad 
as to leave the future-trading market essentially un- 
hampered. The exceptions were as follows: 

3. “Privileges are option contracts, in the strict legal sense of the term, whereby the 
purchaser may, at his choice, within a specified period, ‘ exercise ’ the option of entering 
into a future contract with the seller of such a privilege contract at the price named 
therein. A privilege binding the opposite party to sell the future is at Chicago called a 
* bid,’ and one which conditionally binds him to buy the future is an ‘ offer.’ The buyer 
of the privilege becomes the seller of the future in the first case and the buyer of the 
future in the second. Bids are also known as ‘ puts,’ and offers as ‘calls.’ Privileges 
are also referred to at Chicago as ‘ indemnities’; but the term properly relates to a 


slightly different type of tract, now obsolete."” — Report of the Federal Trade Com- 
mission on the Grain Trade, vol. ii, p. 332. 
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(a) Where the seller is at the time of the making of such contract 
the owner of the actual physical property covered thereby, or is the 
grower thereof, or in case either party to the contract is the owner or 
renter of land on which the same is to be grown, or is an association 
of such owners, or growers of grain, or of such owners or renters of 
land; or 

(b) Where such contract is made by or through a member of a 
board of trade which has been designated by the Secretary of Agri- 
culture as a ‘contract market,” as hereinafter provided; and if such 
contract is evidenced by a record in writing which shows the date, 
the parties to such contract and their addresses, the property cov- 
ered and its price, and the terms of delivery: Provided, That each 
board member shall keep such record for a period of three years from 
the date thereof, or for a longer period if the Secretary of Agriculture 
shall so direct, which record shall at all times be open to the inspec- 
tion of any representative of the United States Department of 
Agriculture or the United States Department of Justice. 


It will thus be seen that a free hand was left to ‘‘ own- 
ers of the actual physical” grain or to growers of grain 
while in process of production, to sell for future de- 
livery; and likewise complete freedom was left to any 
person to make such contracts, provided only they 
should be made through a member of a board of trade 
which could qualify as a “‘contract market.” Un- 
limited speculation and even ‘‘gambling’”’ — some of 
the friends of the bill could see no difference between the 
two, and none could make any practicable distinction 
for purposes of legislation — were permitted, without 
the payment of the tax. 

Tho the law was entitled ‘‘An act taxing contracts 
for the sale of grain for future delivery . . .” it was in 
no sense a tax measure. The real purpose was the super- 
vision of those boards of trade where future trading was 
done. The conditions for recognition as a ‘‘contract 
market,” the powers and duties of the Secretary of 
Agriculture, who was charged with the administration 
of the law, and the penalties for violation provided in 
this act of 1921, were essentially the same as those in 
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the act of 1922, presently to be described. It is enough 
to say here that a board of trade, in order to be desig- 
ignated as a ‘‘contract market,” that is, a market in 
which future sales should be free from the 20-cents tax, 
was required to transact its business, amend its rules, 
and submit to supervision, in accordance with the terms 
of the act and the regulations made by the secretary. 
The validity of the law was attacked by members of the 
Chicago Board of Trade, who asked the court for an 
order to restrain the officers of the board from comply- 
ing with the act as well as the Secretary of Agriculture 
from enforcing it. The case was argued in the Supreme 
Court in January, and decided May 15, 1922.4 

The decision, delivered by Chief Justice Taft, was 
against the validity of the act on the ground of a misuse 
of the taxing power. After describing the administra- 
tive features of the act the court says: 


The manifest purpose of the tax is to compel boards of trade to 
comply with regulations, many of which have no relevancy to the 
collection of the tax at all. . . . The act is in essence and on its face 
a complete regulation of boards of trade with a penalty of 20 cents a 
bushel on all ‘‘futures”’ to coerce boards of trade and their members 
into compliance. When this purpose is declared in the title to the 
bill, and is so clear the from effects of the bill itself, it leaves no 
ground upon which the provisions we have considered can be sus- 
tained as a valid use of the taxing power. 


It is to be noted that on the same day the court held the 
Child Labor Act unconstitutional on the same ground. 
In that case the court said that if the validity of the act 
were granted ; 
all that Congress would need to do hereafter, in seeking to take over 
to its control any one of the great number of subjects reserved to the 
. would be to enact a detailed measure of complete regu- 
lation of the subject and enforce it by a so-called tax upon depar- 
tures from it. To give such magic to the word tax would be to break 
down all constitutional limitations of the powers of Congress and 
completely wipe out the sovereignty of the state. 


states .. 
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4. Hill v. Wallace, 259 U, S., 44. 
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All this the court declares ‘‘has complete application” 
to the Futures Trading Act before it. 

The act could not be sustained as an exercise of the 
taxing power; could it be sustained as a proper use of 
the power to regulate commerce? A negative answer 
had to be given. There was no word in the act to indicate 
that the tax was confined to interstate transactions, 
and it had been decided in a cotton futures case (Ware 
and Leland v. Mobile County, 1908), that contracts for 
the sale of cotton for future delivery ‘“‘which do not 
oblige interstate shipments are not subjects of inter- 
state commerce’; and by parity of reasoning sales for 
the future delivery of grain on a board of trade are not 
in and of themselves interstate commerce. But the 
court goes on to make this significant remark: ‘‘They 
cannot come under the regulatory power of Congress, as 
such, unless they are regarded by Congress, from the 
evidence before it, as directly interfering with interstate 
commerce so as to be an obstruction and burden 
thereon.”’ 

Acting on this amiable suggestion, the friends of the 
measure introduced a new bill for ‘‘An Act for the pre- 
vention and removal of obstructions and burdens upon 
interstate commerce in grain, by regulating transactions 
on grain futures exchanges and for other purposes” ; 
the short title was changed to the Grain Futures Act; 
the tax sections were omitted, and the operations which 
had been taxed by Section 4 were declared unlawful; 
and a new section was added declaring, after the fashion 
of the preamble to a seventeenth-century statute, that 
transactions involving the future delivery of grain are 
affected with a public interest; that the prices quoted 
and widely disseminated in connection with these sales 
determine prices for producers and consumers; that such 
operations and prices are susceptible of speculation, 
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manipulation and control, causing unreasonable fluctua- 
tions in prices “‘and constituting an obstruction to and a 
burden upon interstate commerce in grain.”” To these 
new provisions were added, practically unchanged, the 
whole body of regulatory provisions of the old act. The 
new measure made its way through Congress without 
much debate and was approved September 21, 1922. 

The act applies only to those boards of trade which 
have been designated as ‘contract markets.” The 
Secretary of Agriculture is authorized, on application of 
boards of trade, to designate them as contract markets 
under conditions set forth in Section 5, which may be 
summarized as follows: 5 


(a) When located at a terminal market where grain is 
handled in such volume and under such conditions ‘‘as 
fairly to reflect the general market value of grain.” 


(b) When the governing board provides for making 
and filing such reports, by the board or any member, as 
may be required by the secretary. 


(c) When the governing board provides for the pre- 
vention of the dissemination by the board or its mem- 
bers ‘‘of false or misleading or knowingly inaccurate 
reports concerning crop or market information or con- 
ditions that affect or tend to affect the price of grain in 
interstate commerce.” 


(d) ‘‘When the governing board thereof provides for 
the prevention of manipulation of prices or the corner- 
ing of any grain by dealers or operators upon such 


board.”’ 


5. The act applies only to those boards of trade which have a futures market for one 
or more of the grains covered by the act: wheat, corn, oats, rye, barley, flax, and 
sorghum. The following organizations have been designated as contract markets: the 
Chicago Board of trade, the Chicago Open Board, the Kansas City Board of Trade, the 
St. Louis Merchants Exch the Milwaukee Chamber of Commerce, the San Fran- 
cisco Grain Division of the Merchants Exchange, and the Los Angeles Grain Exchange. 
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(e) When the board does not exclude from member- 
ship the representatives of codperative associations of 
producers. 


The administration of the rather broad and indefinite 
provisions of the law is placed in the hands of the Secre- 
tary of Agriculture. That official has organized a body 
of assistants, known as the Grain Futures Administra- 
tion, to have immediate charge of the work. The law 
requires that every contract sale must be ‘‘evidenced 
by a record in writing, which shows the date, the parties 
to the contract and their addresses, the property covered 
and its price, and the terms of delivery.”’ Contracts 
without this record are unlawful. Such records must be 
kept at least three years. The secretary may prescribe 
the manner of keeping records and reporting transac- 
tions to the Administration. The rules recently pre- 
scribed (June 1923) indicate that the purpose of the 
secretary is to keep closely informed of what is being 
done on the market. All future transactions must be 
reported not later than eight a.m. on the next following 
business day. Every trader must show concerning his 
dealings: 

The net position at the beginning of the period covered by the 
report, the quantity of grain purchased and the quantity of grain 
sold on contracts; the quantity of grain delivered and received, the 
net position at the end of the day; the aggregate of all long and 
short accounts; the position at the end of the day of each separate 
account, carried by the firm making the report, if the net position 


equals or exceeds such amount as may be specified by the Admin- 
istration. 


The last provision implies that tho the law places no 
limitation on the amount of future trading, the regula- 
tions of the secretary may prescribe some such limits, 
probably as indicative of manipulation. The tentative 
rules under consideration during the early summer re- 
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quired for example that each separate account of a firm 
should be reported if it was “‘long” or ‘‘short”’ 200,000 
bushels or more of wheat, corn, or oats, or 50,000 bush- 
els or more of rye, barley, flax, or sorghum—these being 
the grains covered by the law. 

Violations of the provision forbidding future con- 
tracts without a written record, and of that against the 
dissemination of false and inaccurate market reports, 
are punishable by a fine of not more than $10,000 or by 
imprisonment for not more than a year, or both. More- 
over, the secretary must proceed against those who 
violate these or any other provision of the law, and, 
after hearing before a commission composed of the 
Secretary of Agriculture, the Secretary of Commerce, 
and the Attorney-General, they may be deprived of all 
trading privileges on boards of trade. Likewise a board 
of trade failing to support such an order issued against a 
member, or failing to meet the obligations placed upon 
it by the law, may have its designation as a contract 
market suspended or revoked by the Commission, sub- 
ject to review by a court. 

The constitutionality of the law was affirmed in the 
Board of Trade of the City of Chicago v. Olsen, decided 
April 16, 1923. The main question raised was that of 
jurisdiction under the commerce clause. With the 
Packer and Stockyards decision and the line of decisions 
which it followed in mind, one would have found it easy 
to forecast the outcome. Here was a flow of commerce 
as in the packing industry, some transactions in which 
were in themselves intrastate, and some, interstate; all 
that the government need do was to establish the fact 
that there exist at the neck of the bottle through which 
that stream of commerce must flow, practices which 
constitute a burden upon it; and the court could decide 
but one way. Are there such practices? That point was 
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strongly contested in the very able brief for the Board of 
Trade. The question, counsel argued, was one of fact, 
of ‘‘economic or trade law,’’ not to be settled by the 
Congressional declaration in section three of the law, 
but by a resort to expert opinion. Counsel therefore 
introduced the affidavits of twenty-two professors of 
economics, bearing on the function of organized specula- 
tion, the effect of future trading and speculation on 
fluctuations and orderly trading. He also presented 
extracts from their writings on the subject, as an ap- 
pendix to his brief. The Solicitor-General prepared an 
appendix to his brief also presenting to the court a body 
of expert opinion, collected in this case mainly from 
Congressional committee reports and from the testi- 
mony given in the hearings by men in the grain trade. 
Hardly a board-of-trade man appeared at the hearings 
who was not induced to admit that there are defects and 
abuses connected with these markets, that there is 
‘manipulation ”’ ; but, while making the admission, they 
contended, correctly no doubt, that these abuses were 
growing less and were being eliminated by the boards 
themselves. The law and the court recognize with the 
professors the value of organized speculation; but they 
recognize also that evils exist in connection with it which 
Congress may very properly try to prevent. Said the 
court: 

In the act we are considering, Congress has expressly declared 
that transactions and prices of grain in dealing in futures are sus- 
susceptible to speculation, manipulation and control which are 
detrimental to the producer and consumer and persons handling 
grain in interstate commerce, and render regulation imperative for 
the protection of such commerce and the national public interest 
therein. It is clear . . . that we should be unwarranted in reject- 
ing the finding of Congress as unreasonable, and that in our inquiry 
as to the validity of this legislation we must accept the view that 
such manipulation does work to the detriment of producers, con- 


sumers, shippers and legitimate dealers in interstate commerce in 
grain, and that it is a real abuse. 
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The provision for admitting grain-growers’ coéperative 
associations to seats on boards of trade was one of the 
most warmly contested provisions of the law while on 
its passage and before the courts. The grain exchanges 
have persistently refused membership to such organiza- 
tions, the chief reason assigned being that the plan of 
paying back to their members, in the form of patronage 
dividends, all but the bare expense of maintaining their 
representative on the market, was in violation of the 
highly important rule of all exchanges against rebating 
commissions. The law makes it a condition for being 
designated a contract market that the governing board 
of an exchange ‘‘does not exclude from membership in, 
and all privileges on, such board of trade’ codperative 
associations of adequate financial standing which agree 
to comply with the rules of the board — but the rules 
are not to be construed to forbid the return, on a patron- 
age basis, of moneys collected in excess of expense. 

The counsel for the board of trade argued vigorously 
that such a provision amounts to taking property with- 
out due process of law; and not for a public purpose, but 
for the purely private one of enabling a body of pro- 
ducers to market their grain at cost through an organiza- 
tion that had been built up at private expense through 
sixty-five years of effort. Memberships in the Chicago 
board sell for $25,000; in proportion as the codperative 
associations succeed, the value of these is reduced, and 
it may entirely disappear. 

It should be said that, if the more extravagant hopes 
of the codéperators are realized, there is reason for the 
fear expressed by the exchanges. The more sanguine 
among the producers hope ‘‘to put the exchanges out of 
business,”’ not by law, but by substituting the codpera- 
tive method of handling the grain crop through the 
terminal markets. They have already succeeded in 
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making great savings in thus handling their livestock. 
The Farmers’ Union Live Stock Commission Company 
at Omaha charges the usual commissions and pays back 
about one half of them in patronage dividends. The 
business of livestock commission firms is seriously im- 
paired by the Union’s success. While there is ap- 
parently little basis for the hope of making so great 
savings in handling the grain crop, successful associa- 
tions of farmers may do much to reduce the value of 
seats on the grain exchanges. The court in this case, 
however, permitted the provision to stand. ‘‘The inci- 
dental effect such reasonable rules may have, if any, in 
lowering the value of memberships does not constitute a 
taking, but is only a reasonable regulation in the exer- 
cise of the police power of the national government.” 


Neither the extreme hopes of the promoters of this 
legislation nor the extreme fears of the exchanges are 
likely to be realized in the operation of the law. Among 
the codperative grain growers the view is generally held 
that the opening of the doors of the exchanges to them 
is the most substantial gain of the law. Some of the 
best-informed men in the movement expect little or 
nothing from the regulatory provisions. What they 
want most is an open market, free from hampering 
restrictions on buying and selling; and they profess to 
see at the present time a depressing effect from the law. 
This is in accord with the views expressed by spokesmen 
for the exchanges before the passage of the law. Their 
tone, however, has now changed to one of optimism. 
President Stream of the Chicago Board of Trade, com- 
menting on the recent decision, said: ‘‘ American grain 
exchanges have now been given the stamp of govern- 
ment approval. We feel that this action will tend to 
encourage the grain trade into greater use of the future 
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trading system for hedging and for commercial price in- 
surance purposes.”’ ® 
Obviously much depends on the policy of the secre- 
tary and the Grain Futures Administration. Congress 
has set up here, as in the case of the Packers and Stock- 
yards law, a more or less arbitrary authority, because 
this seemed the only way to relieve producers and con- 
sumers from certain abuses of the more or less arbitrary 
power of great bodies of traders who have seated them- 
selves at the crossroads of commerce in two important 
industries. The task imposed upon the secretary is 
delicate and difficult. How is he to determine whether 
market information sent out by traders is “‘false, or mis- 
leading or knowingly inaccurate’’? Or how is he to draw 
the line, which Congress baulked at drawing, between 
legitimate short-selling and short-selling that is manipu- 
lative? How steer a course that is both courageous and 
cautious, that will deserve the confidence of the public 
without destroying that of the traders? Answers to 
questions such as these can be found only in the actions 
of the men charged with the administration of these 
laws. 
G. O. Virtur. 


UNIVERSITY OF NEBRASKA. 


6. Price Current-Grain Reporter, April 18, 1923, quoted in Nebraska Union Farmer, 
May 9, 1923. See also the Sixty-Fifth Annual Report of the Chicago Board of Trade, 
1922, xx, where Congressional recognition of future trading is regarded as an advantage 
to the exchanges. 














THE KANSAS COURT OF INDUSTRIAL RELA- 
TIONS, ITS SPOKESMEN, ITS RECORD.! 


SUMMARY 


I. The spokesmen and their books: Allen, Huggins, Bowers, 705.— 
II. The cases before the court, the stated principles, the decisions, 711. 
—III. The opposition, especially that from the labor unions, 722.—IV. 
The obstacles to success in Kansas, and the difficulties to be sur- 
mounted in any such undertaking, 726.—V. Conclusions, 730. 


I 


Tue Kansas Industrial Court Act was passed in 1920. 
The books cited below contain the official case which 
was made for the law within and without Kansas. They 
make clear the inspiration which led to its enactment.? 

The first one published, The Party of the Third Part, 
is by Henry J. Allen, the former governor of Kansas who 
was directly instrumental in the enactment of the law. 
It is a fast-moving, discursive narrative, not without 
the dramatic quality which is the outstanding char- 
acteristic of the author himself. As is plain to see, it was 


1. This study was completed, with the exception of minor changes and the conclud- 











ing sentences, before the recent Sup’ Court decisi which will curtail the future 
operations of the Kansas Court greatly — if not pletely. The decision makes that 
part of the court’s history which is here reviewed a closed episode. But b the 


problems remain with us, and because our glance is likely again to turn in the same direc- 
tion, the account may serve, not only for record but for possible aid in the future. 


2. The Party of the Third Part, by Henry J. Allen; pp. 283. Harper, New York. 
1921. 

Labor and Democracy, by William L. Huggins; pp. 213. Macmillan, New York. 
1922. 

The Kansas Court of Industrial Relations, by John Hugh Bowers; pp. 133. McClurg, 
Chicago. 1922. 
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intended for wide popular reading. Many of the ques- 
tions that an economist might raise, it does not answer; 
many of the opinions ventured are supported only by 
the author’s belief. Its expansive bulk contains a de- 
tailed and interesting account of the circumstances 
which led to the passage of the law, an interpretation of 
the views and sentiments of the men who sponsored it, 
a triumphant account of its vindication at the subse- 
quent Kansas election, an outline of its main features, 
and a rather incomplete study of its operation. 

Huggins’s Labor and Democracy covers the same 
matters in a more practised way. William L. Huggins 
was the presiding judge of the court until his term ex- 
pired in 1923; then the new Democratic state admin- 
istration appointed a Democrat in his place. He is a 
Kansas lawyer, chiefly self-taught. The act establish- 
ing the court was his creation. These two facts account 
for his preoccupation with the fundamental suppositions 
of the law, and the detailed care with which he ex- 
amines its clauses. In fact, for all of its occasional dog- 
matic rhetoric, this book is a clear, precise statement of 
the scope and terms of the law, of the nature and powers 
of the tribunal erected, of the problems of procedure of 
the tribunal and its relation to the other branches of the 
government — as well as an account of the actions of 
the court from the point of view of its presiding judge. 

Bowers’s The Kansas Court of Industrial Relations 
is a handbook to the same questions discussed in these 
other volumes. It is, in fact, almost wholly a derivative 
from them, its phrases and phases being little more than 
a condensation of theirs. 

The arguments presented by all three are alike in their 
underlying character: benevolent, distinguished by 
sincere concern for the protection of individual right and 
by outspoken trust in the perfection of the American 
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legal system; conservative chiefly where the trade- 
union movement is concerned, not so otherwise — as 
conservatism in industrial relations is measured today. 
Likewise in the substance of their arguments the differ- 
ences between them are inconsequential; these may 
fairly be merged, therefore, into a single version, into a 
single summary. 

The enactment of the Kansas Industrial Court law, 
so the presentation in these volumes runs, was a natural 
and necessary extension to industrial conflicts of those 
orderly processes of adjudication which the community 
sooner or later comes to apply to all vital conflicts of 
interests within it. It was a long but straight step from 
the King’s Peace. ‘‘The Industrial Court of Kansas 
logically and normally springs from flowing and de- 
veloping tendencies. It does not spring from any single 
event such as the coal strike tho that strike served to 
make the need more vivid. There is involved not only 
the need of industrial peace, but a return to fundamental 
American principles which form the very framework of 
our government.”’* This will strike the reader as the 
same conception which has moved the Australian ad- 
vocates of compulsory settlement of industrial disputes. 
But the expounders of the Kansas act have never 
admitted that it has anything in common with the 
Australian ventures or with any Canadian or English 
practice. ‘‘The Kansas Act,” Judge Huggins wrote by 
way of repudiation, “is a complete departure from all 
other acts mentioned.” * The act, so the exposition goes 


3. Allen, The Party of the Third Part, p. 179. 


4. Huggins, Labor and Democracy, p. 47. All the Australian systems are dismissed 
as “arbitration” as compared with the “adjudication” of the Kansas Court. As a mat- 
ter of fact, this view seriously misrepresents some of the Australian legislation. The 
Process of settlement of wage disputes in the Australian Commonwealth Court and the 
South Australian Court has had at least as much of a judicial character as those in the 
Kansas Court. Furthermore, the history of these courts parallels that of the Kansas 
Court strikingly, not only in the principles they have asserted but also in the political 








708 QUARTERLY JOURNAL OF ECONOMICS 


on, limits the private use of force in labor disputes as it 
is limited by the law in many other directions; the law 
supplies the judgment that private parties cannot ar- 
rive at without an interruption of their activities. It 
takes away, under severe penalties, the chief weapons 
by which employers and organized workmen have been 
accustomed to combat each other, and requires them to 
submit the differences which they are unable to settle 
peaceably (when these differences menace the public 
peace, health, or welfare) to a tribunal which possesses 
the wisdom and just purposes of the law Such is the 
interpretation given to the compulsory adjudication 
provided by the act 

This tribunal, so the picture is sketched, is made up 
of impartial, independent, far-seeing men, eager to 
achieve industrial peace based on justice, able to render 
it quickly, and unhindered in the performance of their 
duty. Its actions are safeguarded by the power of ap- 
peal to the higher courts. Its will is to compose indus- 
trial differences as the best sense of the community 
wants them composed. Nowhere, it may be noted here, 
is there explicit recognition of the fact that this best 
sense may be fundamentally divided and confused. The 
existence of the court, to summarize another section of 
the argument, is the people’s protection against costly 
conflict, against organized action which may interrupt 
their ordinary existence and impede production, against 
oligarchic minorities who ‘‘ would exercise the powers of 
government,’’ against revolutionary doctrines. For the 
workman it is a defense against oppression, whether that 
is threatened by the employer or by the autocratic and 


and legal obstacles they have encountered. Ample proof of this ipse dizit may be ob- 
tained by looking up Higgins’s A New Province for Law and Order (Sydney, 1922), and 
an essay, ‘The Judicial Regulation of Industrial Conditions,”’ by Jethro W. Brown, 
Presiding Judge of the South Australian Court, in a volume of essays entitled Australia, 
edited by Meredith Atkinson (Melbourne, 1920). 
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self-aggrandizing policy of trade-union leadership and 
organization. 

This offsetting of trade-union leadership and or- 
ganization against the individual worker is not acci- 
dental in the view of the court that is here presented. 
It is indicative of the authors’ opinions of the real nature 
of trade-union activity, and of their views as to the 
limited and strictly controlled power which trade- 
unionism should be given in the industrial society of the 
future — in so far as that was to be shaped by the court.° 
Not that their conception of that future under the court 
is marked by indifference to the welfare of the industrial 
workers. Quite the contrary. The court portrayed is a 
‘penniless man’s”’ court, a ‘‘court with a heart,” before 
which the most friendless and impoverished worker 
could appear and secure industrial justice as against the 
most powerful industrial interests. In this defense the 
court is anything but a ‘‘capitalistic device”; and if 
that should be the outcome, it would certainly be a dis- 
tortion of the authors’ purposes and a slap at their 
emotions. But the workers’ welfare.in the future is to 
be assured by the just policies of the court and by its 
protection of individual right rather than by the 
strengthening of trade-unionism. 

When the trade-union opposition to the court is con- 
sidered, the stigma of baseness is put upon it. It is 
disposed of summarily, its complex nature is not investi- 
gated. Only one argument is returned to it, one assur- 
ance given. That is to the effect that the rather vague 
formal recognition given to trade-unionism in the act is 


5. This statement is made despite numerous passages in the books, which, taken by 
themselves, might imply the contrary, as for example, Huggins’s Labor and Democracy, 
p. 23. “Now, the management and direction of the tremendous business enterprises 
owned by corporations places far-reaching powers in the hands of a small number of 
directors or of the president or manager of the institution. In the presence of such 
immense power, the individual worker is helpless. Only by mass action can he meet his 
employer upon anything approaching a plane of equality. Therefore, the labor union is 
legitimate and, in fact, necessary.” 
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sufficient to protect all legitimate trade-union interests 
in view of the existence of the court. Hence, when Frank 
P. Walsh argues: ‘‘ Now, then, is it desirable to have 
labor unions? If it is, then do not pass this law, because 
by passing it you strike down every union in the state of 
Kansas, and you draw a steel ring around your borders 
which says labor unions cannot come in,’”’ Allen’s 
answer in essence is: “‘ As labor leadership approximates 
radicalism, it distrusts and opposes the Industrial Court, 
for the court takes away from the agitator and the ex- 
ploiting union boss the power that has been his.” * 
Doubly convinced, as the authors are, of the right of the 
state to take away the “right to strike,” nay, of the 
duty to take it away under certain circumstances, and 


6. The pertinent sections of the act are: 

Section 14. Any union or association of workers engaged in the operation of such in 
dustries, employments, public utilities or common carriers, which shall incorporate 
under the laws of this state shall be by said Court of Industrial Relations considered and 
recognized in all its proceedings as a legal entity and may appear before said Court of 
Industrial Relations through and by its proper officers, attorneys or other representa- 
tives. The right of such corporations, and of such incorporated unions or associations of 
workers, to bargain collectively for their members is hereby recognized: Provided, That 
the individual members of such incorporated unions or associations, who shall desire to 
avail themselves of such right of collective bargaining, shall appoint in writing some 
officer or officers of such union or association, or some other person or persons as their 
agents or trustees, with authority to enter into such collective bargains and to represent 
each and every of said individuals in all matters relating thereto. Such written appoint- 
ment of agents or trustees shall be made a permanent record of such union or associa- 
tion. All such collective bargains, tracts, or ag ts shall be subject to the 
provisions of section nine of this Act. 

Section 15. It shall be unlawful for any person, firm or corporation to discharge any 
employee or to discriminate in any way against any employee because of the fact that 
any such employee may testify as a witness before the Court of Industrial Relations, or 
shall sign any complaint or be in any way instrumental in bringing to the attention of 
the Court of Industrial Relations any matter of controversy between employers and 
employees as provided herein. It shall also be unlawful for any two or more persons, by 
conspiring or confederating together, to injure in any manner any other person or per- 
sons, or any corporation, in his, their, or its business, labor, enterprise, or peace and 
security, by boycott, by discrimination, by picketing, by advertising, by propaganda, or 
other means, because of any action taken by such person or persons, or any corporation, 
under any order of said Court, or because of any action or proceeding instituted in said 
Court, or because any such person or persons, or corporation, shall have invoked the 
jurisdiction of said Court in any matter provided for herein. 

7. Testimony before the Kansas legislature; Allen, The Party of the Third Part, 
p. 76. 

8. Ibid., p. 185. 
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of the ability of the court to afford the laborer all the 
protection he needs, they see in the trade-union opposi- 
tion either the personal antagonism of trade-union 
leadership or the protests of revolutionaries. 

As for the operation of the law and of the court, it is 
held that no defects of such consequence as might justify 
doubt of the soundness and justice of the act have been 
disclosed. In Huggins’s book many of the more im- 
portant decisions rendered by the court are reprinted. 
The activities of the court in maintaining peace during 
those national strikes which occurred in violation of the 
act, are described as proof of the fact that even in those 
contingencies (which, it had been predicted by the 
court’s enemies, would reduce the court to impotency) 
the main purposes of the act were carried out — the 
public was protected, those workers who wanted to stay 
on the job were enabled to do so, the way was held open 
for appeal to the court. 


II 


Such, in brief summary, is the interpretation and de- 
fense made in these books of the character and opera- 
tion of the Kansas Industrial Court law. To what 
extent does the record of the court prove it to be frank, 
accurate, and cognizant of all the facts and tendencies 
which merit consideration? _How completely does it 
deserve acceptance? 

Since its establishment the court has had about forty 
disputes submitted to it for hearing. The great major- 
ity were brought by local branches of national unions or 
by unorganized workers. Some were dismissed after 
hearing; many of the others were of minor consequence, 
but well to have settled. None extended outside the 
state. The most important were wage and hour dis- 
putes in the meat-packing, flour-milling and local trac- 
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tion industries. One involved twenty-five locals of the 
International Brotherhood of Stationary Firemen and 
Oilers, and all the railroads in the state.° 

The court’s decisions in practically every wage case 
would appear to most economists well-considered and 
attentive to labor’s claims. In its wage decisions the 
court was under the dual instructions of the act to 
ensure ‘‘a fair wage”’ to labor and “‘a reasonable return” 
to capital. It need hardly be said that in some instances 
it was not easy to ensure both these results at the same 
time; the court usually resolved that dilemma by put- 
ting the wage claim (especially when it was strongly sup- 
ported by evidence of increase in the cost of living) 
above the cautious protection of dividends, or at least 
leaned in that direction.! During the period of price in- 
creases most of the decisions of the court brought wage 
increases; during the subsequent period of price decline 
the court, in the few cases it heard, ordered wage de- 
creases, none of which were in excess of the price de- 
cline.” 

From time to time the court announced the principles 
which it would apply in wage decisions.’ These, upon 
analysis, prove to be the same not easily reconciled 
principles set down in the Esch-Cummins Act for the 
guidance of the Railroad Labor Board. The decisions 
themselves do not show that any plain and systematic 
use has been made of them. The court never, any more 
than the Railroad Labor Board, gave them the thoro 
preliminary thrashing-out that alone could make them 

9. H. W. Wendele v. Union Pacific Railroad Company and other roads; Docket 
3293, December 15, 1920. 

1. For example, see Joplin & Pittsburg Railway case; Docket 3283, April 3, 1920; 
and the Wolff Packing Company case; Docket 3926, May 2, 1921. In both cases the 
= ee a living wage, tho the enterprises concerned claimed to be in doubtful 


2. See, for example, Topeka Railway Company case; Docket 147, August 22, 1921 
3. Topeka-Edison Company case; Docket 3254-I-2, March 29, 1920. 
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coherent and usable.‘ It rather cautiously and with 
good sense poked among them for clues as to the proper 
decisions. Two definitions probably persisted among 
the court’s calculations more steadily than any precise 
principles. One is its definition of the “living wage,” — 
the lowest wage it would award, — ‘‘a wage which en- 
ables the worker to supply himself and those absolutely 
dependent upon him with sufficient food to maintain 
life and health; with a shelter from the inclemencies of 
the weather; withsufficient clothing to preserve the body 
from the cold and to enable persons to mingle among 
their fellows in such ways as may be necessary in the 
preservation of life.”®The other is its definition of the 
“fair”? wage, which it was commanded by the act to as- 
sure to faithful and skilled employees — ‘‘a wage which 
will enable them by industry and economy not only to 
supply themselves with opportunities for intellectual 
advancement and reasonable recreation, but also enable 
the parents working together to furnish to the children 
ample opportunities for intellectual and moral advance- 
ment, for education, and for an equal opportunity in the 
race of life. A fair wage will also allow the frugal man to 
provide reasonably for sickness and old age.’’ ® 

There is noble aspiration in these definitions, and the 
Kansas idea of justice! To strike somewhere near the 
heart of these in its decisions, to keep an eye upon the 
demands before it and upon the general economic situa- 
tion — that is how far the court actually got in the 
formulation of wage principles. That this was not al- 
ways far enough to satisfy those who came before it is 


4. They are: (a) The scale of wages paid for similar work in other industries; (6) The 
relation between the wages and the cost of living; (c) The hazards of the employment; 
(d) The training and skill required; (e) The degree of responsibility; (/) The character 
and regularity of the employment; (g) In equalities of increases in wages or of treat- 
ment, the result of previous wage orders or adjustment. 

5. Huggins, Labor and Democracy, p. 165. 
6. Ibid., p. 167. 
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not a reproach to the heart of the court; it is merely the 
result of the complexity of our economic system and of 
the realism of the human mind which looks at small dif- 
ferences. No other wage tribunal has gone very much 
further except perhaps in the statistical elaboration of 
the basis of their decisions. 

The decisions in regard to the length of the working 
day have been clear and consistent. The court refused 
to lay down any arbitrary rules in the matter and in each 
case took separate account of the nature of the work and 
the production problem to be met. But it repeatedly 
affirmed that no matter how light the work, there was a 
limit beyond which the social rights of the worker were 
invaded.’ It established a nine-hour day for men operat- 
ing street cars, and a basic eight-hour day in the packing 
industry.* It went on record against the seven-day 
week, but made no order against it. In regard to hours, 
it may be said that the court showed as much regard for 
labor’s claims as any government tribunal with which we 
have had experience in the United States. In the dis- 
putes regarding working conditions which came before 
it, the court appears to have displayed the same desire 
to base its decisions upon the concrete facts of each in- 
stance, and to have the dispute settled by joint con- 
ference between the interested parties wherever possible. 
In one case, upon complaint of the employer, the court 
modified working conditions previously obtained by the 
union through collective bargaining.! In most of the 
other cases it effected some form of compromise through 
its persuasion. There is no reason for regarding any of 
them as unfair to the workers. © 


7. See Joplin « Pittsburg Railway Company case; Docket 3653, December 9, 1920. 

8. Ibid. See also Charles Wolff Packing Company case; Docket 3926, May 2, 1921. 
Also Docket 2846, before the Public Utilities Commission, July 9, 1919. 

9. H. W. Wendele v. Union Pacific Railroad Company and other roads; Docket 
3293, June 15, 1920. 

1. Joplin & Pittsburg Railway Company case; Docket 3283, April 23, 1920. 
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Before going on to a description of the court’s activi- 
ties in those nation-wide disputes in which it was given 
no opportunity to render a decision, it may be inquired 
how these positive decisions of the court were received. 
As Allen and Huggins emphasize in their books, they 
were, with two exceptions, accepted without appeal.’ 
But that is not the whole of the story. 

The reception accorded them by the employing in- 
terests is probably indicated by the fact that the Federa- 
tion of Kansas Industries joined with the Wolff Packing 
Company in its plea to have the Industrial Court law 
called unconstitutional. 

As for the trade-unions concerned in the cases, there 
has been undoubtedly some difference of opinion among 
the individual crafts and members. A few unions at the 
time of the decisions expressed their satisfaction with 
the awards. At present, however, practically every 
strong union in the state seems to be in opposition to the 
court. At a later point I will try to analyze the true 
nature and causes of this opposition. But it is interest- 
ing to note here the specific criticisms which the local 
union leaders have made against the court’s operation in 
the cases which were referred to it. They emphasize 
certain features not mentioned in Allen’s or Huggins’s 
books. 

In a few instances the criticism of the awards point 
to the delay involved in particular decisions. For ex- 
ample, attention is called to the Topeka-Edison case, 
a wage demand brought by three employees for a large 
group; by the time the decision was rendered, it is 
said, only one of the three employees remained in the 


2. One of these exceptions is the Wolff Packing Company case (1921), in which the 
company was ordered to increase wages slightly despite its claims of losses. The case 
has been pushed up to the U. 8. Supreme Court as a test of the constitutionality of the 
act. The other was that of the International Brotherhood of Stationary Firemen and 
Oilers, who appealed from the Kansas Court to the Railroad Labor Board, but obtained 
no more favorable decision. 
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employ of the company.’ So too, it is claimed that in 
the Wolff Packing Company case, — the test case, 
which was in the courts two years, — only 5 per cent of 
the employees originally concerned in the case remained 
in the company’s employ at the end of that period, 
because of changes and dismissals.‘ It has not been pos- 
sible for me to check these statements up, but they are 
samples of those made by local unionists. More im- 
portant is the allegation that, as a result of the exist- 
ence of the court, and of the unions’ appearance before 
it, various unions have been forced out of existence. 
For example, it is alleged that as a result of the appear- f 
ance of certain locals of the Amalgamated Association 4 
of Street and Electric Railroad Employees before the : 
court,5 the employing interests broke off their agree- 
ment with locals of this same union in other cities 
(Topeka and Wichita) where they operated, and have 
never entered into any since. It is claimed also that the 
decisions of the court led to the destruction of the local 
in Hutchinson.’ Likewise it is said that the union which 
existed in the Wolff Packing Company before the court’s 
action has been driven out of existence since.’ At this 
remote time it is impossible to determine whether the 
cause assigned is the real cause of the disorganization of 
these unions.* The unions have contended that the In- 
dustrial Court offers no recourse to attacks made upon 
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3. Unpublished statement, November, 1922, of W. E. Freeman, President Kansas 
State Federation of Labor. 


4. Article in United Mine Workers’ Journal, May 15, 1923, p. 12. 

5. Joplin & Pittsburg case; Docket 3283, April 23,1921. Ibid., Docket 151, Au- 
gust 19, 1921. 

6. Unpublished statement, November, 1922, of W. E. Freeman, supra. 

7. Article in United Mine Workers’ Journal, May 15, 1923, p. 12. 


8. Additional charges made in other cases are that wage increases in public utilities 
were accompanied by disproportionate fare increases (for which there is no definite 
evidence), and the fact that in one case the court modified working rules previously 
secured by collective bargaining. 
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them; and that they were not capable of carrying on a 
constant fight before the courts to maintain themselves, 
even if so inclined. On the other hand, they have 
avowed that the employers were able to tie up the hands 
of the Industrial Court when they wish, and instance 
the Wolff Packing case appeal in proof. 

Lastly, cases which find no place in the record given 
by Allen and Huggins have been quoted by the un- 
ionists — cases in which individuals or very small 
groups of workers had their complaints dismissed by 
the court because it was judged that these did not en- 
danger the public health, peace, or safety. The court 
was forced to make such a discrimination between cases, 
sometimes in order to meet constitutional requirements, 
at other times to avoid being swamped by a multitude of 
tiny disputes such as are constantly arising in the coal- 
fields.° But to the unions these dismissals appeared to 
refute the widely-advertised claim that it is a ‘‘penni- 
less man’s”’ court. It should be noted in this connection 
that the court never made an active endeavor to see that 
collective bargaining machinery was established to take 
care of the minor cases it was compelled to dismiss. 
Some of these criticisms of the court’s operations have 
appeared to me to resemble greatly the grumbling of 
men who are out to grumble; others, especially those 
which indicated the lack of direct protection given to 
trade-unionism in the law and. the lack of encourage- 
ment given it by the court, have seemed to me more 
justified. Justified or unjustified, however, all alike 
have been constantly reiterated by the union leaders of 
the state in their own meetings and outside — with 
complete obliviousness, apparently, to the weaknesses 
of the ordinary trade-union procedure. 


9. See, for example, Hearings in case of McAllister and Dixon against the J. R. 
Crowe Coal and Mining Company, February, 1922. 
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The court’s operations in those disputes which took 
place in violation of the act, make another important 
chapter in its history. No detailed account of these dis- 
putes can be given here.! They were four in number; 
in each the Kansas locals simply went out with the rest 
of their national union and ignored the court’s exist- 
ence. The first of them — the first strike in the coal- 
mines — was called with the express purpose of defying 
the law after the imprisonment of Howat, the miners’ 
leader. It was in distinct violation of an agreement be- 
tween District 14 of the United Mine Workers and the 
Operators Association. Bravado marked its beginning, 
riot its course, and hunger its end. The international 
officers of the United Mine Workers sent miners into the 
field to help break the strike. Troops had to be used 
before it was over. Instead of weakening the position of 
the court in the public opinion of the state, it had dis- 
tinctly the contrary effect. The coal strike of the follow- 
ing year was part of the suspension of work in the coal- 
mines throughout the country, consequent upon the 
failure of the miners and operators to reach an agree- 
ment. This case produced a split in the court, as a result 
of which Judge Huggins played only an outside part in 
its deliberations. The majority of the court, fortified by 
the knowledge that a great quantity of coal had been 
stored up in anticipation of the strike, fought it by the 
same means which had been successful in the previous 
one. Largely with the help of the Howat supporters, 
who had been expelled by then from the United Work- 
ers, some production in the coal-fields was maintained. 
Peace coming when it did, Kansas was never in a state 
of real shortage and did not need the priority arrange- 
ments that were established for other states. The court 


1. See Articles by the present writer in the issues of The Survey (New York) for 
February 15, December 15, 1922, and May 15, 1923 for a full account. 
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accomplished that. It is impossible to know what the 
outcome would have been if the national strike had 
continued much longer. The old agreement is still in 
force in the coal-fields. 

The strike in the packing houses in Kansas City, 
Kansas, was of short duration. It was the result of a 
wage decrease ordered by the great packers — the Big 
Five. It was called by the leaders with. reckless neglect 
of the interest of their following, who never had the 
slightest chance of winning it. The court’s actions were, 
in my opinion, tardy. The reason given for tardiness is 
that all the information reaching the court prior to the 
strike was to the effect that the plant organizations of 
workmen had consented to the reduction of wages; 
then, furthermore, the reduction had been in effect ten 
days before the strike took place, so that by the time the 
court really got into action it was faced by an accom- 
plished fact, and the strength of the strike had already 
begun to wane — only a weak minority going out. 
There seems to me nothing in the act which would have 
prevented the court, when it finally did act, from order- 
ing a cancellation of the wage reduction until it had 
heard the case. It would probably have taken that 
course if the workers had appeared before it; in my 
judgment it should have done so anyhow. But the 
Presiding Judge does not believe that the court pos- 
sessed the legal power.? What the court did after an 


2. See letter of Judge W. L. Huggins, in The Survey (New York), March 18, 1922. 
Section 7, the pertinent section of the act, reads as follows: “In case of a controversy 
arising between employers and workers . . . engaged in any of said industries, employ- 
ments, public utilities, or common carriers, if it shall appear to said Court of Industrial 
Relations that said controversy may endanger the continuity or efficiency of service of 
any of said industries . . . authority and jurisdiction are hereby granted to said Court 
of Industrial Relations, upon its own initiative, to all éssary parties before it 
and to investigate said controversy, and to make such temporary findings and orders as 
may be necessary to preserve the public peace and welfare and to preserve and protect 
the status of the parties, property and public interests involved pending such investiga- 
tions, and to take evidence and to examine all necessary records . . . and to settle and 
adjust all such controversies by such findings and orders as provided in the Act.” 
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ineffective hearing was to exert its influence to have the 
non-picketing clause of the law enforced and to have 
order maintained. These steps it managed with success. 
Shortly before the end a few strikers appealed to it for 
intervention; but the court took the stand that these 
men, having struck, were no longer employees of the 
company and therefore their plea had no standing in the 
court. The strike failed shortly afterwards. It was a 
most difficult situation for the court. Acting as it did, 
it only confirmed the enmity of the packing-house em- 
ployees. If it had attempted the alternative suggested, 
the packers would probably have tied it up in the higher 
courts. The case revealed the necessity of interpreting 
the court’s power to act under the law, even when a case 
is not presented to it. 

The most recent of the national strikes encountered 
by the court is that of the railway shopmen; a strike 
which up to the time of writing (May, 1923) has not 
been officially called off in Kansas. Between 60 and 70 
per cent of the shopmen in the state went out. The 
court’s task was complicated by the fact that a federal 
body, the Railroad Labor Board, had been entrusted by 
Congress with the duty of handling the question on a 
national scale. Even if the case had been presented to it, 
therefore, it could probably have done no more than 
maintain the status quo pending a national settlement. 
Since it was not presented, however, the court again 
played the only part open to it. It tried to prevent 
picketing and maintain order so that the roads could 
continue operation. This it did effectively. The Kansas 
roads, after a short period of embarrassment, recruited 
new forces, and their operations did not suffer critically, 
as did those of roads in other regions. The shop forces 
were brought to full strength again, and the roads re- 
fused to resume negotiations with the old organization 
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at all. The present Governor Davis made an effort 
through the court to bring those strikers who are still 
out of employment and the railroad executives together, 
but it failed at once.’ 

This shopmen’s strike provoked the free-speech in- 
cident with William Allen White. There is little room 
for doubt that Governor Allen and the attorney-general 
(who, not the court, were responsible for that incident) 
backed down in that case for fear of having the com- 
pulsory powers of the law curtailed in the future by an 
unfavorable court decision. This led the trade-unionists 
to reflect that White’s power had enabled him to support 
a stand that would have been denied to them; which 
accorded, of course, with their views of the law. 

In all those cases where the law was disobeyed the 
court carried out its purposes with determination and 
effectiveness. But obviously such successes did not 
bring it into closer understanding with the national 
trade-unions. The officials of these unions came to 
regard its power to interfere with their actions with 
more respect than originally; they began by ignoring 
its subpoenas, but ceased that. But that they oppose it 
sternly was shown by the last election. How to modify 
or overcome this opposition has been the great problem 
of statesmanship presented to all those who believe in 
the possibility of settling industrial disputes under the 
law. Allen and Huggins, so far as their views are con- 
tained in their books, have thought that it could be 
done by the continued use of the power of the law. Most 
economists will be skeptical of that opinion. 


3. See Report of Presiding Judge J. A. McDermott, in Topeka Capital, April 18, 
1923. 
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Ill 


The opposition shown to the Kansas law is illustra- 
tive of that which is likely to offer itself to any other at- 
tempt to attain industrial peace under the law in this 
country. For that reason some further analysis of its 
nature and causes than that already made may be use- 
ful. 

The employers have presented very few cases to the 
court. Their opposition has been relatively simple in 
character. It arose from the fear that the court might 
impose unwelcome burdens upon their enterprises and 
might interfere with their control over them. It is 
similar to the opposition always shown by many em- 
ployers to any new form of public regulation. There is 
reason for believing that the opposition has been more 
convinced in those industries in which labor organiza- 
tion is weak or absent than in those where the opposite 
is the case. The industries employing unskilled female 
labor, the mercantile establishments, for example, have 
had an additional reason for their opposition, inasmuch 
as the court is entrusted with the administration of the 
“‘minimum-wage’”’ legislation of the state. 

The trade-union opposition has been so complex and 
variable in character, that you can find in it anything 
you are hunting for. Not even long discussions with 
local leaders and careful study of the documentary ma- 
terial have given me any assurance that the relatively 
important and permanent reasons were to be distin- 
guished from the others. One is tempted always to seek 
the rational where only the irrational or emotional may 
exist, and to try to interpret views which, in the minds 
of their advocates, are merely second-hand dogmas 
echoed because of pressure from above. The most that 
can be ventured is a slight sketch of some of the im- 
portant strains which enter into that opposition — a 























glimpse of its involved character, which may serve to 
offset the too simple explanations which have been cur- 
rent. Allen’s and Huggins’s explanation of the opposi- 
tion has been given. It is simply that the existence of 
the court robbed the labor leaders of the autocratic 
powers to which they have grown accustomed and 
interfered with the progress of radical labor programs.‘ 
There is undoubtedly a modicum of truth in this charge, 
and more than a modicum in some instances. The op- 
position in the Kansas coal-fields furnished an example. 
In those communities the trade-union leaders have long 
been accustomed to wield an unchecked control, and the 
most bitter seeds of antagonism against the whole 
capitalistic system have been sowed in them by constant 
conflict against an oppressive force.® 

But it is doubtful whether these are the major ele- 
ments which have made the opposition so general and so 
firm. That opposition is not to be explained so much by 
the very radical aims or personal calculations of the lead- 
ers as by the influence of old traditions and conclusions 
and by the sincere belief that the act menaces trade- 
unionism and all its purposes. First of all there is the 
deep-seated dislike and suspicion by many of the old 
line trade-unionists of all government interference in in- 
dustrial disputes, and their belief that the only genuine 
gains that the labor movement can make are those it 
makes and holds for itself.6 Which has as its corollary 


4. See especially chapters vi, vii, viii, xi, xii, of The Party of the Third Part. Chap. 
vii is a keen analysis of the psychology of Gompers’s later leadership 

5. According to Judge Higgins’s A New Province for Law and Order (1922) pp. 28, 
146-148, the only serious opposition made by employees to the Commonwealth Indus- 
trial Court of Australia, previous to the war, was offered by unions which avowedly 
accepted the doctrines of “class war’ and sought the abolition of the wage system, the 
coal-miners being prominent among them. 

6. See, for example, files of the United Mine Workers’ Journal for criticism of the sug- 
gestion that a board similar to the Railroad Labor Board be set up for the coal-mining 
industry. Also opposition of railway employees to inclusion of public representatives on 
Railroad Labor Board; for which, see F. H. Dixon, Railroads and Government (1922), 
pp. 311-312, 





KANSAS COURT OF INDUSTRIAL RELATIONS 723 
































724 






































the dogmatic conviction that the court can be of no use 
to them (a response I have had made to me time and 
again). 
prohibits the strike seems to most trade-unionists to 
threaten directly the whole force of the movement, to 
rob it of the only means by which, in their opinion, 
trade-unions have been able to accomplish anything.’ 
This belief lies so deep, especially in many official minds, 
as to be outside the range of argument, of new experience 
and new preachment. 

Those who have supported the law have naturally 
contended that these views are unsound, and have 
pointed to the existence of the court and the instruc- 
tions of the law as proof that trade-unionism could not 
suffer the injury it feared. But these contentions made 
few converts among the trade-unionists. They have 
answered that they are asked to put faith in a legal 
system which has always opposed their actions and 
their growth, which would shackle with them its delay 
and burden them with its expense. The argument that 
the operations of this particular court are not accom- 
panied by delay and dangers has been met by such 
specific criticisms of its operations as were cited above, 
and by a claim that in any thoro fight before it and the 
higher courts, the trade-unions would be at the same 
disadvantage compared with employers as in the past. 
Such, in condensed form, is the tangle of beliefs which 
from the start brought on the court the opposition of the 
national unions, and which accounts in the main for the 
unweakening persistence of that opposition. 

But to gauge the opposition fully (and incidentally to 
understand the position of the court in the state), ac- 


7. See, for examples, President Gompers’s Carnegie Hall speech, May 28, 1920, 
quoted in The Party for the Third Part, pp. 96-117. Also speech of John T. Clarkson 
before Judiciary Committee of Iowa legislature, in United Mine Workers’ Journal, 
May 15, 1923, p. 12. 


QUARTERLY JOURNAL OF ECONOMICS 





Then there is the fact that any act which 
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count must also be taken of some special circumstances 
which were completely outside the court’s power to 
control. First of all, it should be noted that while the 
court was pictured by its sponsors as a body of impartial 
and independent men, some of the appointments have 
not tended to put that characterization beyond ques- 
tion. State politics have been played too hard and too 
- long in Kansas to put any appointment beyond the 
range of cynical comment, no matter how excellent it 
may be. And some of those actually made were, to 
speak moderately, unwisely calculated. One of the first 
men whom Allen appointed was his former political 
manager, a fact which in itself should have prevented the 
appointment. Another Allen appointee was a trade- 
unionist whom the movement had repudiated. The 
one appointment made by the present Governor Davis 
has generally been recognized as a good one. 

Again, the court was conceived of by its supporters as 
an independent body — that is, in operation independ- 
ent of the rest of the state’s political machinery. Events 
have not made it easy for the observer to retain that 
view, and the trade-unions rejected it absolutely. Dur- 
ing Governor Allen’s administration, he was to be found 
constantly speaking for the court, telling the press what 
it would and would not do in particular emergencies, in- 
volving it at last in the public eye in the William Allen 
White fiasco. The impression that the court, though 
probably independent in its decisions, consulted him in 
its course against the opposition is almost inescapable, 
and the opponents of the court, naturally, have not 
believed that to be synonymous with the independ- 
ence claimed for it. Judge Huggins never ceased to 
claim that the Governor constantly tried to run the 
court. The other judges firmly deny it. 

The fact that under the law (Section 24) the court 
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could not undertake any general investigation with- 
out the consent of the Governor has made a certain 
amount of dependence inevitable.’ It is too much 
to expect that the present executive, considering his 
opposition to the law, will leave the court completely 
unhampered in its operation; if he does, his trade- 
union supporters will be disappointed. The original 
idea of complete independence for the court has become 
pretty well obscured in many quarters. Barring the 
firm and persistent reassertion of the original principle, 
the court will almost necessarily be degraded into an 
instrument of one or another political or economic group. 
Lastly, political factionalism should be counted 
among the influences which kept the trade-union oppo- 
sition to the court so general. The court furnished the 
Democratic candidate for Governor with too useful an 
issue to overlook, especially since its elimination fitted 
in with his campaign for state economy. Opposition 
offered him at once a large bloc of votes and a good 
chance to discredit a Republican experiment. The 
promise of repeal held out to the trade-union movement 
naturally weakened any forces in its ranks which might 
otherwise have advocated coéperation with the court. 


1V 


From this survey of the operation and experience of 
the Kansas Industrial Court, we may infer the ob- 
stacles which have stood in the way of success for that 
tribunal. Summarily stated, they are: 

(1) There is the opposition of certain labor groups, 
relatively unimportant but still powerful, who are com- 
mitted to radical programs of social reform. 


8. The fact that the court has no power to enforce its own terms or awards, and could 
not possibly have such power constitutionally, and that the Attorney-General appears 
to have the power to act to enforce the law upon his own initiative, brings up other ques- 
tions of dependence that cannot be explored here. See Sections 12, 18, 19, 20 of the act. 
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(2) There has been little chance of winning over the 
rest of the trade-union movement to the support of the 
act without giving it an assured and protected position 
under the system; and that position the general public 
has not appeared to be ready to grant them. 

(3) If an attempt should be made by public consent 
to amend or rewrite the law so as to give trade-unionism 
such an established position as might lead it to coéperate 
peacefully, constitutional limitations would probably be 
transgressed. This is evident when one considers the 
required changes. They would include one giving the 
court power to order joint bargaining with trade-union 
representatives; another prohibiting discharge because 
of trade-union membership and the like — many or 
most of the foremost planks of the trade-union plat- 
form. 

(4) The ordinary forms of legal procedure are not 
well suited to bring the speediness of decision important 
in labor disputes, especially when appeals are involved. 
A special arrangement must be worked out, if the de- 
cisions are to avail those concerned in them immediately 
enough. 

(5) A state tribunal will always be at a great dis- 
advantage in handling a nation-wide dispute. This fact 
hardly needs demonstration. Its solution would prob- 
ably involve giving the court. powers it does not possess 
— for example, the prevention of shipments outside the 
state at certain times. It is an open question whether 
there is a constitutional solution of this difficulty. 
Australia meets it by referring all interstate disputes to 
the Dominion Court; but we are far from a national 
court. 

(6) The tendency, perhaps impossible to avoid, has 
been apparent in Kansas, for the court to be subject to 
the will of the executive, especially in times of emer- 
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gency; a difficulty, again, mainly due to Constitutional 
limitations. 

(7) The court has been bound by the instructions of 
the law in the principles which it follows in the settle- 
ment of disputes. This is necessary and desirable. But 
it is also equally necessary and desirable that these 
principles ‘“‘be adapted from time to time to meet the 
needs and aspirations of a progressive society.””’ And 
it is by no means certain that such amendments to the 
act as might be required to permit these changes could 
be obtained of the ordinary legislature, when needed.? 

In the above summary, I have tried to go beneath the 
surface of the short experience. It may seem that some 
of the conclusions stated are not dictated by that ex- 
perience. Still I venture to believe that they are all at 
least implied. These apparently diverse obstacles, when 
regarded with a view which goes to their depths, have 
appeared to me to present only two fundamental ques- 
tions; and upon the answer to these the chances of 
achieving success by any such venture as that under- 
taken in Kansas have depended and will depend. 

The first is the question of how much flexibility can 
be introduced into the American legal and constitu- 
tional system. That question is presented at every 
point, when an endeavor is made to figure out how trade- 
union coéperation is to be gained for the court. Can our 
legal system be adapted to the prompt and simple dis- 
patch of industrial disputes? And, even if that is 
deemed wise, will the constitution permit us to give 
trade-unionism a legally protected position in industry? 

The second question is, how much capacity have the 
American people, and especially their elected and ap- 
pointed representatives, for great statesmanship? Half 


9. This view is based mainly on observation of the last legislature. Australian ex- 
perience upon the difficulty of amendment is deserving of study. See Higgins, A New 
Province for Law and Order, pp. 112-117. 
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the difficult issues presented to the court, half the diffi- 
cult situations which determined whether it was to re- 
ceive support or opposition, were matters that depended 
for their satisfactory solution upon the qualities to 
which we give that name — a gift of knowing human 
nature and understanding human aspiration, a capacity 
for keeping the general welfare foremost, a talent for 
inventiveness by which oppositions may be reconciled, 
an avoidance of heroics. The situations created by the 
original opposition of the national unions, by the con- 
ditions in the Kansas coal-fields, by the packing-house 
strikes, by the local political situation — these needed, 
more than any amendment in the law, more than any 
change of opinions, the leadership thus described. They 
were needed to heal wounded sensibilities, to dissipate 
false and excited fears and judgments, to make clear the 
grounds of common interest between opposed parties, 
to win a trial for coéperation, to display compellingly 
the honest purposes of the court. This is not to imply 
that they were totally lacking. But they fell below 
what the circumstances required. 

The attempt to settle industrial disputes under legis- 
lation of this character is novel; great interests are 
involved in the attempt; success has been far from 
attained in the methods and results of the few experi- 
ments in operation here and abroad. Therefore those 
who support the movement do so in a spirit of defense 
and vindication. Yet in various reflections there is 
ample ground for their persistence, for their encourage- 
ment in the thought that their advocacy is in the right 
direction. It is idle to assume that the powerful or- 
ganized interests concerned in labor disputes will always 
settle their differences peacefully, no matter what ex- 
tension and improvement occurs in collective bargain- 
ing. It is also plain that the steady growth of American 
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industry and its increasing complexity will make large 
industrial conflicts in its essential branches so porten- 
tous that the community will do its best to bar them out. 
Some extension of the means of adjudication of private 
disputes — the law — seems inevitable, barring catas- 
trophe. Even if far-reaching changes in our economic 
system take place, these fundamental facts will remain. 
The state will have to decide quarrels between partial 
and conflicting interests. Future ventures, it is true, 
are likely to differ greatly in form from the present 
Kansas one; many of them may have partisan repre- 
sentatives as well as public ones. But the path they will 
have to tread, whether they are supported by the com- 
pulsory powers of the law or not, will be essentially the 
same.! 
V 
CONCLUSION 


All the preceding leaves unconsidered one argument 
by which it is possible to challenge fairly the limits of 
utility of such bodies as the Kansas Industrial Court in 
the settlement of important industrial disputes. That 
argument is that, since those disputes involve so large a 
oumber of consumers and workers, they constitute 
major problems of public policy and therefore of party 
politics; and that, therefore, to quote Paul H. Douglas, 
who has stated the problem clearly in a recent article: 
“The official government must necessarily act if those 
responsible to the electorate desire to retain their power. 


1, It should hardly be necessary to say that such institutions as the Kansas or Aus- 
tralian Courts and Boards are by no means the only sources from which industrial law 
may come, even tho they may become the ultimate instruments for administering it. 
For an account of one of the other type of arrangement out of which something in the 
nature of industrial law may arise, see E. W. Morehouse, “ Development of Industrial 
Law in the Rochester Clothing Market,” Quarterly Journal of Economics, February, 
1923. This form of agr ding as it does upon the voluntary pledge of work- 
ers and employers, is unquestionably the most satisfactory, so far as it succeeds in 
achieving industrial peace, 
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Expert bodies may deal with small disputes and with the 
incipient stages of important struggles, but whenever 
the situation becomes nationally serious, they must ex- 
pect the primary decisions to be made by . . . poli- 
ticians.”’ * 

In the present state of public opinion, marked as it is 
by grave disagreement on some fundamental aspects of 
industrial relations, and in the present state of industrial 
law, there is a considerable measure of correctness in that 
judgment. But the conditions may arise in which it will 
no longer be so. If ever there should be a fair measure 
of agreement upon what principles are to prevail in in- 
dustrial affairs, and if a large body of experience with 
various precedents should be available, there would 
appear to be no more reason why the ordinary important 
industrial dispute involving, let us say, a 10 per cent 
change in wages, should be a matter of major govern- 
mental policy than a 10 per cent change in freight rates 
is now. To continue to have it so, to the same extent as 
at present, can mean only a continual struggle for 
advantage on the part of organized groups, a continuous 
yielding to force and neglect of weakness. Public policy 
it is hoped, will be expressed more and more by legisla- 
tive instructions given to permanent tribunals and less 
and less by sporadic action by governments in times of 
emergency. Only those disputes which involve some 
far-reaching change in our industrial structure or in our 
conception of industrial justice need remain in the field 
of political decision, just as the question of the govern- 
ment ownership of railroads remains in that field. That 
is the moderate hope of the present. It may never be 
realized. Only those who believe it is possible to achieve 
gradual change by other ways than conflict will have 
sympathy with it. 


2. Paul H. Douglas, “ Labor Adjustment,” in Journal of Political Economy, April, 
1923, pp. 288-293, 
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The United States Supreme Court has now reversed 
the decision of the Kansas Supreme Court in the Wolff 
Packing Company Case, and has found the Industrial 
Court Act, in its application to that particular con- 
troversy, in conflict with the Fourteenth Amendment.’ 
The Supreme Court seems to have arrived at its de- 
cision by balancing in the abstract the constitutional 
guaranty of freedom of contract against the public 
interest involved in the particular dispute, and finding 
the measure of public interest insufficient to warrant the 
interference of the law. The decision also appears to 
imply (the point is made obscurely and is, I believe, a 
highly controverted one in administrative law) that the 
fact that the finding of public interest was made by a 
subordinate agency rather than by the legislature was 
a pertinent factor in the case. The Adamson Act, as 
tested in the case of Wilson vs. New, is cited as marking 
the constitutional limits of interference in industrial 
disputes. ‘‘It is not too much to say that the ruling in 
Wilson vs. New went to the border-line, although it 
concerned an interstate common carrier in the presence 
of a nation-wide emergency and the possibility of great 
disaster. Certainly there is nothing to justify extending 
the drastic regulation sustained in that case to the one 
before us.” 

As few of the cases presented to the Kansas Court in- 
volve a larger measure of public interest than the Wolff 
Packing Company dispute, the end of the Kansas Court 
of Industrial Relations, at least in its present form, 

3. Wolff Packing Company v. the Kansas Court of Industrial Relations (June, 
1923). The case was submitted to the Industrial Court by the employees of the Wolff 
Packing Company, a small petitor of the big packers. The court claimed jurisdic- 
tion on the score that the impending strike might spread to the larger packing houses 
in view of the unsettled state of industrial relations, and thereby endanger the food- 
supply of the people of Kansas. It deserves to be noted that the strike foreseen did 


take place in the large packing houses shortly afterwards; the Wolff Packing Com- 
pany employees continued work under the Industrial Court’s award. 
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seems definitely forecast. The decision seems to destroy 
the possibility of creating a body such as the Kansas 
Court, subordinate to the law but with the power of the 
law behind it, and with the continuing duty of formulat- 
ing principles of industrial relations by constant partici- 
pation in unsettled disputes. Only in sporadic crises of 
the most serious character can the government exercise 
the right to regulate those relations, to impose terms of 
settlement. The Supreme Court, evidently, ‘‘on its own 
finding and prophecy,” — to use a phrase it applied to 
the Industrial Court’s operations, — is to be the arbiter 
of our policy of intervention in industrial disputes; that 
is not to be left to the free and fluent judgment of popu- 
lar opinion. This, perhaps, is the chief consequence of 
the decision. 

It remains to endeavor to make the sanction of public 
opinion sufficient to maintain industrial peace, trusting 
that by the sole force of voluntary agreement the uses 
and terms of industrial law will be gradually discovered. 
For the present this is probably the wiser way; tho 
there is no certainty that industrial stability and peace 
will be the outcome, not conflict increasingly grave. 


HersBertT FEt!Is. 


UNIVERSITY OF Kansas. 














REVIEW 


BIRCK’S THEORY OF MARGINAL VALUE! 


As stated in the preface, the purpose of this volume “is not 
to give an entire system of economics, but to initiate the stu- 
dent in the methods, notions, or fundamentals of the mar- 
ginal theory, and at the same time to carry him so far as to 
enable him to work out the problems for himself.’”’ It does not 
pretend to great originality in the discovery of new principles, 
but aims rather to set forth the now-accepted marginal utility 
theory with more detailed analysis and more abundant illus- 
trative material than other treatises have done. In this the 
author has succeeded so far as European writings are con- 
cerned. In common with most European writers, he shows 
little acquaintance with the considerable mass of material 
that has been published in America on his subject. The in- 
fluence of Marshall is apparent, and to him, in company with 
Westergard and Wieser, the volume is dedicated. Much of 
his analysis resembles also, in surprising detail, that of several 
American writers, and sounds familiar, if not trite, to Ameri- 
can ears. Nevertheless, it is for European readers an excel- 
lent summary of the marginal utility theory, and a refreshing 
change from the recent freshet of behavioristic economics. 

The influence of Marshall is especially shown in the fre- 
quent use of the equilibrium concept. ‘Economic relations 
must be treated as problems of equilibrium; economic motives 
as well as economic forces continually tend toward a state of 
equilibrium which, scarcely attained, is again disturbed.” 
This idea is carried consistently through the entire volume. 

1. The Theory of Marginal Value, by L. V. Birck, Dr. Sc. Pol., Professor of Econo- 


mics at the University of Copenhagen. London: George Routledge « Sons, Ltd. New 
York, E. P. Dutton « Co., 1922. Pp. viii, 351. Price $6.00. 
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Economics becomes, in so far as it is a study of the process by 
which values are established, a study of human choices. Men 
are found continually facing a choice of alternative pains or 
pleasures, and compelled to choose, for example, between the 
displeasure of doing without a desirable object and the un- 
pleasantness of the work of producing it, or between the 
pleasure of consuming any of several things which might be 
purchased with a given coin. This idea of an economic 
equilibrium is also definitely connected with what the bio- 
logist calls the balance of nature, by means of the concept of 
an equilibrium of human energy. 


As a means man is a working machine which creates and supplies 
energy; our consumption refunds us the energy expended by our 
activity; part of the energy supplied through our consumption is 
expended merely in keeping alive — in ‘‘preserving the machine.” 
We know from feeding-experiments that the functions of life con- 
sume a great part of the calories of the food, and that only part is 
transformed into muscle; only part of the energy supplied is con- 
verted into productive work. Progress, whether individual or uni- 
versal, is founded upon the existence of a surplus of energy; part of 
the energy at our command we invest in the productions of our 
labour. The workman is possessed of working-power which produces 
“doses’’ of energy. These doses of energy may be useful in them- 
selves (personal services) or be incorporated in things (substances) ; 
substances as well as services are thus economic goods. We now 
have the circle: Human energy — production — economic goods — 
consumption — satisfaction — energy. Compare: want — effort — 
satisfaction. 


The author selects an interesting and somewhat unusual 
point of departure when he begins his treatise by contrasting 
the Oriental ideal of emancipation from craving, Nirvana, 
with the Western ideal of gratification of desires through 
efficient production. ‘These two opposite theories of life 
have one truth in common: that a state of happiness is 
brought about by exterminating our desire, whether by kill- 
ing it in its embryonic state or by drugging it with satisfac- 
tion.”” He admits, however, that there is something positive 
in the Western method which is lacking in the Eastern 
method of exterminating desires. The possibility of a partial 
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blending of the two ideals is not discussed, tho it has long 
seemed to the reviewer! to merit considerable attention. 

The author follows his presentation of a concept of an 
equilibrium of energy with some remarks of more than doubt- 
ful validity regarding the measurement of labor, which he 
correctly reduces to two dimensions — time and intensity. 
He suggests, however, the possibility of a third dimension, 
quality, which is mental in contrast to manual labor; but he 
holds that this is in another plane and compares with the 
other two dimensions as movement in time with movement 
in space. Just what can be made of this comparison is not 
clear. It would answer every purpose and be perfectly clear 
if he would adhere strictly to the two dimensions of time and 
intensity for all labor and make no qualification whatsoever. 
The only other element that can be logically or usefully intro- 
duced is that of productivity. Labor of equal quantity, as 
measured in terms of time and intensity, undoubtedly pro- 
duces different physical quantities, to say nothing of different 
values under different conditions. The only ground for saying 
that one kind of labor is of a higher quality than another is 
that it is more productive; but productivity is too much a 
matter of extrinsic circumstances to permit us to hold that it 
determines the quality of the labor. Any kind of labor, man- 
ual or mental, that is scarce relatively to the opportunity for 
it, is certain to have a relatively high productivity per unit. 
Mental labor is not necessarily more productive than manual 
labor, and consequently cannot be said to be of a higher 
quality. The labor of the pettifogger is not of higher quality 
than that of the plowman. Inasmuch, however, as prac- 
tically every man is capable of performing some kind of man- 
ual labor, and relatively few are capable of performing some 
of the more difficult kinds of mental labor, it happens that the 
productivity per unit of this kind of mental labor is likely to 
be pretty high. This creates the illusion of a high quality of 
labor, but its high quality is found solely in its productivity, 
and its productivity is largely the result of its scarcity or the 
abundance of opportunities for its application. 

1. Principles of National Economy (Boston, 1921), pp. 35-37. 
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In common with many Continental writers, the author 
shows a certain reluctance to give up the absurd Marxian 
concept of a “normal working hour which is the product of 
average intensity and average skill.”’ After having stated that 
the quantity of labor is measured in terms of time and in- 
tensity, he abandons this concept by defining the unit of labor 
as the working hour. Even this unit of labor he abandons 
when he comes to consider the productivity of labor. ‘Not 
all indispensable work is remunerated,” says he, meaning 
work in general and not units of work, such as the working 
hour. It would seem that an indispensable unit of work, that 
is, an indispensable hour’s work of a given individual, is 
pretty certain to be remunerated. The person to whom that 
hour’s work is indispensable will have a powerful motive for 
desiring to have it performed. If he is not willing to pay for 
it, it will be because he has nothing to pay. 

Pursuing his error still further, the author says, ‘and much 
superfluous work is paid for — the wages thus being no indi- 
cation of the productivity of work; the relative indispensa- 
bility of the individual worker, not of the work, determines 
wages.”’ Work in general of a given kind may be absolutely 
necessary, but it is quite possible that there might be so many 
units of work of that kind available as to make one of them 
superfluous. When the unit of work is superfluous, of course 
it has no value and will ordinarily bring no price; but if it is 
indispensable, it certainly has value — it would be greatly to 
the advantage of the community to have that unit of work 
performed, and the community would be better off if that 
extra unit of work were performed than it would be if it were 
not performed. Such a unit of work has real social value and 
will, with few exceptions, command a price. 

The distinction between the indispensability of the worker 
and of the work is valid only on the condition that the worker 
is considered as supplying a definitely limited quantity of 
work or a limited number of units of work; whereas the work 
considered in the abstract may mean, and probably does 
mean in the author’s mind, all possible work of a given kind. 
To say that the work of the ditch-digger is indispensable, 
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whereas the individual ditch-digger may be superfluous be- 
cause there are so many other ditch-diggers, does not go quite 
to the bottom of the question. The community or the nation 
might be very badly off if no ditch-digging could possibly be 
done; and yet there may be so many ditch-diggers that the 
work which any one of them could perform would be a matter 
of complete indifference to the community. It might be just 
as well off if an individual worker did no work at all as it 
would be if he worked. What would make his work super- 
fluous is the fact that there are too many units of work. In 
short, we come back to the proposition that the relative indis- 
pensability or superfluousness of a given unit of work deter- 
mines its value. 

Speaking of the indispensability of the worker or of a unit 
of work, the question may fairly be asked, indispensable to 
what? If he or it is indispensable to a certain kind of produc- 
tion, this must mean that there is some sort of correlation 
between the number of units of work performed and the 
number of units of product that emerge. This is all that the 
productivity of a factor of production ever meant to any one 
capable of discussing it. 

The author presents (page 4) a descending curve of the 
productivity of labor, but so far as his explanation goes, the 
curve does not represent declining productivity at all, but 
decreasing intensity of successive hours of work by the same 
man. Along the abcissa, or lateral axis, he marks the units of 
time, while the working intensity during the succeeding 
periods of time is marked along the ordinate. He holds 
that intensity declines, and this is represented by a descend- 
ing curve, “thus illustrating the decreasing productivity of 
labor.”’ Of course, it illustrates nothing of the kind. Going 
back to his concept of the quantity of labor, which consists of 
the product of time and intensity, if the intensity declines 
during successive hours, it is the quantity of labor per hour 
that declines and not necessarily its productivity per unit of 
labor. All his curve illustrates is the fact that less work may 
be done during one of the later hours of the day’s labor than 
during one of the earlier hours, or that less is produced per 
hour in proportion as intensity decreases. 
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In constructing his curve of the disutility of labor, the 
author is more fortunate. The effect of fatigue is to increase 
the disinclination to work hour after hour. He might have 
shown that for many kinds of labor the curve of disutility 
starts below the base line, indicating that a small amount of 
work is a positive pleasure or involves negative disutility. 
This is a point which several writers, including the reviewer, 
have developed in connection with the relation of abstinence 
to interest. More ought to be made of it in discussions of 
other forms of psychic cost or disinclination. 

An interesting distinction is attempted between utility and 
usefulness. “In contradistinction to utility — the subjective 
and, consequently, varying quality of a thing — we often 
speak of the objective and unchangeable quality of vsefulness 
in a thing — which is this inherent, technical quality in a 
thing, that it may satisfy a possible want.”” The most noisome 
object thus becomes useful because it possesses objective and 
technical qualities that may satisfy a possible want; that is, 
some misguided person may some time acquire a liking for it. 
Aside from this, it does not seem to the reviewer that any use- 
ful purpose is served by the distinction between utility and 
usefulness. Both would seem to imply the power to satisfy 
a want; but before a thing can satisfy a want, there must be a 
want to satisfy. Wants, like things, may be greater or less. 
The greater the want for a given object, the greater its power 
to satisfy. Neither utility nor usefulness is a technical or un- 
changing quality of a thing, nor is it clear that an object out- 
side ourselves can have subjective qualities. It may be 
desired because of certain objective technical and unchanging 
qualities, but these qualities are neither usefulness nor utility, 
tho they may furnish the reason for both. Unless the object is 
desired, it has neither usefulness nor utility, no matter what 
its objective or technical qualities. The more intensely it is 
desired, the greater its power to give satisfaction. 

The author then proceeds with clear and detailed exposi- 
tion of the measurement of utility, the law of diminishing 
utility, marginal and total utility, and utility and scarcity. 
Much use is made of mathematical formule, and this part of 
his discussion is closely reasoned and accurately expressed. 
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In a book of so many excellences one is positively startled 
to read, in the discussion of money, the categorical statement 
that “the utility of money is derived from the utility of 
goods.” This is a common error of amateur theorists, but a 
clearer case of reasoning in a circle could scarcely be invented. 
The utility of money is found, like that of any other tool, in 
the fact that it saves trouble or labor. The saving of effort 
involved in carrying on exchanges by means of money as 
compared with barter is reason enough why money should be 
used. If it were not for this, there is no reason to think that 
money would ever have come into existence. Until this basic 
fact is understood, it is useless even to attempt a discussion of 
the utility or the value of money. Several amateur analysts 
have run around the circle of deriving the utility of money 
from that of the goods which it would purchase, and then 
saying that the utility of money determines how many goods 
it will purchase, which is only a roundabout way of saying 
that the number of goods that money will purchase is deter- 
mined by the number of goods that money will purchase. 

On closer reading, however, one discovers that the author 
is probably thinking of income rather than money. He is 
merely trying to show that successive units of income will buy 
goods whose utility to the purchaser tends to decline, the last 
dollar of a large income purchasing things of less utility to the 
purchaser than the last dollar of a small income, if the two 
purchasers have an equal standard of living. Indeed, he dis- 
cusses this principle of the declining utility of consumers’ 
goods with great acumen and an abundance of mathematical 
illustrations. 

Later in the volume (p. 234), the author returns to the 
question of the value of money and the value of the money 
substance. He does not accept the crude quantity theory, 
but what he calls the credit theory, and asserts that “there is 
a value-determining interaction between the total of all means 
of circulation and the total of circulated goods measured in 
money.” This is sufficiently indefinite to be safe. There is 
undoubtedly some interaction between all the means of pur- 
chase and all the things to be purchased, but that there is any 
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definite ratio remains to be seen. If one could taken an in- 
stantaneous photograph of the whole field of exchange, the 
photograph would show that, at the instant it was taken, a 
certain number of units of money or credit were being paid for 
a certain number of goods of various kinds and descriptions. 
One could write the sign of equality between the two quan- 
tities. The purchasing power of money that is in process of 
being paid at the instant in question is just equal to the price 
of the goods that are being purchased. This is the only 
definite ratio that can be found in the whole problem of the 
relation of the quantity of money to the quantity of goods. 
Most of the money in existence, however, is not at that in- 
stant in process of being handed from one person to another 
in the purchase of goods. It is lying still in cash drawers, 
bank vaults, and the pockets of individuals. Similarly, most 
of the merchantable goods in existence are not being handed 
over at that instant. They are lying idle in all sorts of places. 
There is no known ratio between the quantity of idle money 
and the quantity of idle goods at the instant in question. 
Until that ratio can be known, we cannot do much more with 
the quantity theory of money than to repeat the author’s 
statement regarding the value-determining interaction be- 
tween the two quantities. 

In the author’s discussion of interest, hs elaborates what is 
essentially the equilibrium theory, as developed by Béhm- 
Bawerk and Marshall. Again it is unfortunate that he was 
not familiar with the considerable elaborations and correc- 
tions that have been made by several American writers. 

The general plan of the book is comprehensive; the main 
argument is sound and contains much keen analysis and many 
apt illustrations. Such criticisms as may justly be made re- 
late to individual statements that are seldom necessary to the 
author’s argument. They must be considered, however, as 
defects indicating a lack of attention to details, or a tendency 
to make here and there ill-considered statements. 


T. N. Carver. 


Harvarp UNIVERSITY. 
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PROFESSOR YOUNG ON INDEX NUMBERS 


SE.pom, if ever, have I enjoyed reading a review more than 
that in this Journal for February 1923, by Professor Young, 
on my Making of Index Numbers. Moreover, I enjoyed his 
adverse as well as his favorable criticisms, even in the few 
cases where I felt that he had scored a point. It all showed the 
painstaking study which Professor Young had given the sub- 
ject and his sincere desire to help forward the truth. 

It is my purpose, likewise in the spirit of the truth-seeker, 
to comment on Professor Young’s comments, so far as they 
represent adverse criticism. 

The chief difference between us appears to be over the dis- 
tinction between an average change of prices and a change of 
average prices, altho we differ less than we did two years ago. 
Professor Young has, as he frankly confesses, ‘“‘ been forced to 
discard the view [expressed in this Journal, August, 1921] 
that there is a substantial difference between measuring an 
‘average change of prices’ and measuring a change of the 
‘general level of prices.’ In a way Professor Fisher is right 
in holding that ‘all true index numbers are averages of 
ratios.’ But I should prefer to say that all true index num- 
bers are at once averages of ratios and ratios of aggregates 
[averages (?)]. Again (p. 344) he says: “Professor Fisher 
insists, mistakenly I think, that an index number is always an 
‘average of ratios’ (i.e. of percentage changes of prices) 
rather than a ‘ ratio of averages.’”’ 

The truth, as I see it, may be summarized as follows. 

(1) The distinction, mathematically and statistically, be- 
tween an average of ratios and a ratio of averages is a very 
fundamental one. Numerically the two differ widely, except 
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under special circumstances. My book is devoted entirely to 
averages of ratios — except that ratios of averages are cited 
(Appendix ITI) in order to warn the reader against their use in 
the field of prices and of index numbers generally. I prefer 
and propose, to save confusion, that the term “index num- 
ber” be confined to designate an average of ratios. If it be 
used to include a ratio of averages, we must regard every 
statistical average as an index number, at least when one of a 
series of such figures is taken as 100 per cent — yields per 
acre, density of population, death-rates, birth-rates, per- 
capita wealth, debt, and taxation, etc. 

(2) The subject of the ratio of averages (which is little more 
than the subject of averages in general) has its place in statis- 
tics and might very well be studied more fully than it has 
been, especially in its relation to the subject of my book, the 
average of ratios. 

(3) The only proper fields in which to employ the ratio of 
averages are those where the items averaged are homoge- 
neous. This is not saying that in these same fields we may not 
also properly employ the other concept of the average of 
ratios. But the meanings of the two are different. Some of 
the famous statistical paradoxes (such as that the death-rate 
in a certain area containing white and colored population 
has inicreased, — through increase in its colored population, 
—altho both the white and the colored show a decreased 
death-rate) are simply this distinction exemplified. 

(4) In the case of heterogeneous elements, like prices of 
different commodities, we are relieved of the embarrassment 
of having to deal with both concepts. The only valuable 
barometer of heterogeneous prices is an index number in the 
strict sense of an average of price ratios. 

A ratio of two averages each representing the ‘‘ price level”’ 
of one of the two years compared is an arbitrary shifting 
figure, an absurdity. Such a ratio is indeterminate. It de- 
pends on the particular units employed, being different for 
every different unit. It violates what might be called the 
first condition of ordinary applied mathematics, that of 
“dimensional analysis.” Thus, as I have shown (p. 454), 
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such a spurious “index number” may tell us that the price 
level of 1918 was 165 per cent of that of 1913 when rubber, for 
instance, is measured in pounds, but that it is only 75 when 
rubber is measured in grains; whereas, of course, the price 
relation between the two years has properly nothing to do 
with how rubber happens to be measured. 

(5) Since homogeneity and heterogeneity are, in practice, 
not hard and fast, but rather conventional, categories, we 
sometimes have to deal with cases where both concepts may 
be considered. In particular, wages, prices of stocks, and 
prices of any one special group of commodities such as grains, 
are such cases. 

The average rate of wages in a factory may have fallen be- 
cause the cheaper grades of workers have greatly increased in 
numbers and so have brought down the average for all the 
workmen, and yet the rate for every grade of labor may have 
risen. In such a case the average change of wages would show 
an increase while the change of the average wages would show 
a decrease. 

(6) Unfortunately, in may cases, one of the two concepts is 
used where the other ougut to be used. Thus the rise and fall 
of the stock market is ordinarily registered improperly, as by 
an “average price of 40 common stocks.’’ Here the ratio of 
averages commonly masquerades as an index number. What 
is really needed is an average of ratios. So far as I know, no 
one cares what the average price of stocks is, as the employer 
cares what the average wage in the factory is. If we did care, 
we should not select 40 stocks and never change them but, 
just as above we took account of every new workman ad- 
mitted to the factory in computing the average wage, so we 
should take account of every new issue of stock entering the 
stock market. When low-priced stocks come in, the average 
price of stocks might sink even tho the whole stock market 
was rising. The very fact that we do not do this but keep to 
identical stocks shows that we are instinctively avoiding the 
true ratio of averages, and groping for an average of ratios. 
(Incidentally it may be noted that while stock market indexes 
are among the worst in use, they might be the very best. 
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Since the number of shares sold [the q’s] is usually published 
as well as their prices [the p’s], we have here a rare oppor- 
tunity to employ the “ideal” index number.) The point 
here stressed is that the average price of stocks, in order to be 
of any use as an index of the stock market, has to be tampered 
with and spoiled as an average. 

(7) This same tampering has to be perpetrated when we 
try, as Professor Young does, to make a ratio of averages of 
prices serve in a capacity really requiring an average of ratios 
of prices. 

Let us consider the two classes of cases where this sleight of 
hand is most neatly and perfectly done — the simple geo- 
metric (or, more generally, the geometric with constant 
weights) and the two weighted aggregatives. 

Let the simple geometric average of the n prices pez p’s p”s 
ete. in 1923 be ~/ pm p's p’s p’’2: ++ and of the m prices in, 
say, 1823, V/ pi p's p's D's + * 

Each of these averages is nonsensical, for it is indetermi- 
nate, having a million different values according to whether 
coal is measured by the ton or pound or ounce, cloth by the 
yard, foot, or inch, etc., etc. Moreover the number of com- 
modities n in 1923 is, in general, different from the number 
m in 1823, and some items, like automobiles and radio con- 
densers, are on the 1923 list but not on the 1823 list, while 
others, like spinning-wheels and cocked hats, are on the 1823 
list but not on the 1923 list. The ratio of these two averages 
is thus quite useless for any purpose whatever. 

But now let us tamper with it by omitting the spinning- 
wheels, cocked hats, automobiles, radio condensers, and the 
like, so as to have identical lists of r articles for the two years, 
just as the statistician of stocks keeps to his 40 identical 
stocks. Then the ratio of the two averages becomes 


V/ Pe p's p's eee 
V Pi Pi P's" 
This is a good index number; for, while each of the two 


averages is indeterminate, differing with every change in 
units of measurement, yet (unlike the originals, with m and 
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n distinct) the two now differ in unison. Their ratio evidently 


becomes 
/ OE) 
1 “/ \p" 

This is an average of ratios, each ratio in which is determinate. 

Evidently the day has been saved by matching the items 
in pairs, such as p: and p,, for the same identical commodity. 
True, we cannot deny that the result may still be called a 
ratio of two averages but not the ratio of the original averages. 
These original averages had to be tampered with to fit each 
other. We had to trim off elements belonging to one year in 
order to suit the other. We would not dare trust the “ price 
level” for one year as calculated by one man and the “ price 
level” for the other year as calculated by another man inde- 
pendently. The two men would have to be in collusion and 
“fix up” their ratio of averages so as to make it also an aver- 
age of ratios. Thus while we may still call the result a ratio 
of averages, its usefulness all comes from its being finally 
adjusted into an average of ratios, not in the least from being 
either originally or finally a ratio of averages. 

The second example is the weighted arithmetic average of 
prices 





242 P2 to, 1993 
2 
and 
“us for 1823 


nh 

These are our two original averages, untampered with. 
One gives us the average price of autos, sugar, coal, cloth, 
etc., in 1923 and the other of spinning-wheels, sugar, etc., in 
1823. Each by itself is nonsensical because indeterminate, 
as is also the ratio between the two. 

But, as before, we may so tamper with these averages as to 
eliminate the spinning-wheels, automobiles, etc., not quoted 
in both years. But in this instance, we must tamper even 
more. Not only do we, as before, make the two lists of com- 
modities ideritical by rejecting certain commodities which 
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otherwise would spoil our comparison, but we actually falsify 
the record by pretending that the quantities of sugar in the 
two years are identical; and so of every other article. We 
may do this tampering either by taking the true quantity of 
sugar for 1823 and making believe it was unchanged in 1923, 
or by taking the true quantity in 1923 and making believe it 
applied to 1823 also. In the first case the result is 


Zq: Po + 24 ~i 
ZH 2H 





This “frame up” enables us to cancel the two troublesome 
indeterminate denominators, leaving 


ZH P2 
2H Pr 





or Laspeyres’ formula. 

If, on the other hand, we take the quantities of 1923, we 
reach the analogous formula of Paasche. 

In either case the result is a real average of ratios (see Index 
Numbers, p. 374, and Young’s article in this Journal, p. 355). 
True, it is also a ratio of averages, but of averages which had 
been carefully tampered with. In their original form their 
ratio, like the one previously considered, is useless for any 
purpose whatever. 

We see, then, that only by stretching or bending it, can we 
ever make a ratio of averages of prices into an index number, 
and then only by turning it into an average of ratios. 

Professor Young says (p. 353): “The arithmetic average 
of price relatives is a good index number only when it is so 
weighted that it is no longer an average of price relatives.” 
He probably meant to say: no longer only an average of price 
ratios but also a ratio of average prices; and even this is true 
only by such tampering as has been described. Moreover 
there is certainly no reason to discard, as not true index num- 
bers, the many good averages of ratios which cannot by any 
sleight of hand be served up as ratios of averages, such, for 
instance, as Formula 1103 or 107, formed by crossing arith- 
metic and harmonic averages of ratios. 
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What has just been said concerning the ratio of averages is 
an elaboration of certain parts of Appendix III of my book 
and of my article in the London Statist for April 7. 

Professor Young states that in my list of formulae “there 
are a number of surprising omissions.”” Apparently the only 
omissions he has in mind are of other forms of weighting. He 
thinks that “value weighting”’ is not the only legitimate kind 
of weighting. As a matter of fact, I have included in the book 
a study of all the other kinds of weighting which, to my knowl- 
edge, had ever been suggested, including (p. 379) that once 
suggested by Professor Young himself, based on dispersion. 
He now suggests (pp. 344 and 348) such other forms of weight- 
ing as by quantities, g (otherwise than as I have used them in 
aggregatives), or by ~/ pq? or ~/ q? (1 + p’), and says “it is 
probable” these “would have given better results” than value 
weighting, again vverlooking the fact that these forms are in- 
determinate. They give a different answer for each different 
unit of commodity or money. Thus it would make a dif- 
ference to the index figure whether cotton were measured by 
the bale or by the pound, and whether money were in dollars 
or in cents. 

The only type of formula which I am aware of having 
omitted, and which really deserved consideration, is the in- 
genious one suggested by Professor Young on page 356 and, 
until he suggested it, unknown to me, — 


fBo2y 


His chief interest in this new formula appears to be that it is 
derivable from 

P2 Pi 

——S—_—— tS 

Vem Vp 

n n 





which is the ratio of two simple arithmetic averages, one of the 
prices p2, p's, etc., of the year 2 (not absolutely but relatively 
to the midway prices ~/ p; 2, V pp’ etc.), and the other 
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of the prices 7, p’:, etc., of the year 1 (relatively to the same 
midway prices).! 

This new formula is, apparently, the result of another at- 
tempt to obtain a separate average price level for each year. 
But like all such attempts it ends in being an average of 
ratios. In fact, in this case it may be said to begin so. 

The new formula is not quite identical “with the geometric 
mean of the ordinary arithmetic and harmonic averages of 
relative prices” (see this Journal, p. 357, note). This (formula 
101 in my book) is 


(2 
"4 z (2) 

P2 
In numerical value, however, the two substantially coincide 


with each other as well as with the geometric (formula 21) 
also, as the following table shows: 


= 
IS 
ed 





TsHreEE Unsiasep Simpce InpEx Numsers CoMPpARED 





1913 | 1914 | 1915 | 1916 1917 1918 





Young’s new formula ........ 100 | 95.76) 96.79) 121.37) 166.63) 179.86 
Geometric (21).............. 100 | 95.77| 96.79) 121.37) 166.65) 180.12 
Mean of arith. and harm. (101)} 100 | 95.75/ 96.80) 121.38) 166.60) 179.09 























If Professor Young’s formula were more quickly calculated 
than the other two, it would be a contribution of great prac- 
tical importance. Unfortunately where 6.4 hours are required 
to calculate the geometric (21) and 7.4 for the mean of the 
Arithmetic and Harmonic (101) Young’s requires 12.4 hours. 
The chief interest in the new formula lies in the fact that it 
rewards his search for an arithmetic average of price ratios 
devoid of bias. 


1. It might be added, as Professor Young points out (p. 357), that his new formula is 
not only thus derivable as the ratio of the two simple arithmetic averages but also as the 
ratio of the two simple harmonic averages of the very same magnitudes. 

The weighted form of his formula (weights being </ p: g: p: gz, etc.) reduces to Walsh's 
aggregative (number 1153 in my book). 
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Professor Young calls attention to the fact that the upward 
bias of the arithmetic type of index number and the down- 
ward bias of the harmonic are not to be ascribed as such to 
the arithmetic and harmonic averages “but to operating in 
such fashion upon price [or other] relatives” (Q. J. E., p. 355). 
I agree that I ought to have stressed this point more ex- 
plicitly. We certainly cannot say that the arithmetic average 
in every statistical application is presumptively too high. I 
took it for granted that the reader would understand that the 
reasoning in the book was limited to index numbers made 
from price ratios each of which is a double-ended affair, i. e., 
equally capable of forward or backward application. If sugar 
is twice as high in 1923 as in 1913 its price ratio is either 200 
per cent or 50 per cent, forward or backward, each the recip- 
rocal of the other. But not every magnitude has a reciprocal 
of coérdinate meaning. The reciprocal of the height of a man, 
for instance, is not a height. The reasoning of my book as to 
type bias thus applies only when the magnitudes averaged are 
invertible, so that the same type of formula can be applied 
forward and backward. 

Professor Young rightly ascribes weight bias to a correla- 
tion between the weights of various commodities and their 
increases of prices. But why he should say that “ Professor 
Fisher, who disposes of the matter by referring to the ‘dis- 
persion of price relatives,’ seems to pass over it’”’ is puzzling; 
for much effort was expended by me on this very point (Index 
Numbers, pp. 91-109, 384-395) which, in some of its ramifica- 
tions, is by no means simple. Thus the correlation is perfect 
(p. 97) as between the weighting systems I and III or as be- 
tween II and IV, but not as between I (weighting by base 
year values) and IV (weighting by given year values). In the 
last case the degree of correlation depends on the presence, 
direction, or absence of correlation between price changes and 
quantity changes. 

Professor Young expresses mild surprise that I stressed so 
little the virtues of the geometric. There were three reasons. 
One was because Walsh had covered this ground so com- 
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pletely. Another was because I found that these advantages 
as compared with other forms disappear as soon as the pro- 
cesses of rectification are applied. The third was that, in 
practice, these advantages (over, say, Laspeyres’ aggregative) 
are apt to be overbalanced by some weight-bias in the geo- 
metric. 

I am puzzled over the implication that Young and I differ 
at all over the weight-bias of the geometric. The fact, which 
he notes, that the geometric is more sensitive to weight-bias 
than the other types is also noted by me mathematically on 
page 394. In actual statistics, however the difference is 
negligible, as the following figures ? for my 36 price relatives 
(1913, base) show: 


1917 1918 

Weight bias of formula 29 (geometric, weighted by given year values) 5.18% 2.59% 
“ ss 6 9 (arithmetic “ . ed ° “ )560% 2.59% 

« e 6 e 19 (harmonic, - ~ 3s e “ )461% 2.59% 


Yet, I can subscribe, in substance, to all Professor Young 
says on page 358, except that I do not know what he can 
mean by “the character of the dispersion of actual prices in 
successive years”’ which, he says, “has a more important bear- 
ing upon the appropriateness of the geometric average than 
the dispersion of relative prices has.” To me “dispersion of 
actual prices in successive years” has no meaning other than 
“dispersion of relative prices.” 

But Professor Young does not sustain his contention (p. 
353) that “it is the skewness, not the amount, of the disper- 
sion that is significant.’”” Whatever the character of the dis- 
persion of the price relatives, be it skewed in one direction or 
the other, the arithmetic index will be biased upward. This 
is proved in the book (p. 383). It is also proved (p. 394) that 
the bias increases with the amount of the dispersion according 
to a definite law. What Professor Young seems to have in 
mind here is not skewness in the dispersion of a number of 
price relatives, but the asymmetry of the individual price 
relative, the fact that the two years compared do not enter 


2. These figures for bias are the excess above unity of: formula 29 + formula 123; 
formula 9 + «/ form. 3 X form. 9; formula 19 + s/ form. 13 X form. 19. 
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the ratio on equal terms, one being numerator and the other 
denominator. Professor Young’s formula above cited, by 
which each price is taken relatively to the mean proportional 
between the years, is a very interesting and ingenious method 
of getting rid, partially at least, of this asymmetry. It accom- 
plishes, for each price relative individually, what is accom- 
plished collectively for all the relatives by crossing the 
formulae, a process which, as we have seen, gives substan- 
tially the same results. But it is, to say the least, misleading 
to identify this asymmetry with skewness of dispersion. 
Moreover it remains true that whatever method of rectifica- 
tion is employed, asymmetry and skewness alike are neutral- 
ized thereby. 

Professor Young notes the fact that the geometric (for- 
mula “6023 (’13 and ’18),’’ weighted by values which are the 
arithmetic means of the values of 1913 and 1918) gives for 
1918 the figure 179.54 (instead of the “ideal” 177.65) and 
says (p. 349): “If he had used geometric rather than arith- 
metic means in computing his weights he would have re- 
moved, I think, substantially all bias.”” As a matter of fact 
this was done in another place (formula 1123), the geometri- 
cally crossweighted index being 177.87. The result is, it is 
true, much closer to the “ideal,” than the arithmetically cross- 
weighted form, altho it is scarcely proper to refer to the 
deviation of the latter as “bias,” since it might have been in 
either direction. There is no bias arising from arithmetically 
averaging weights analogous to that arising from arithmet- 
ically averaging price ratios. 

It seems to me that Professor Young greatly exaggerates 
the difference between us as to the circular test. In fact, 
what he says on pages 346 and 347 of his article, in the belief, 
apparently, that we disagree, is so very close to what I have 
said in Chapter XIV of my book that, after reading his state- 
ment carefully, I can see no need of stressing so slight a 
difference. 

But lest anyone reading Professor Young’s review should 
have misunderstood my own position, I shall restate it, in 
brief: 
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(1) While index numbers are usually employed in series, 
this series necessarily consists of individual index numbers. 
Consequently their analysis must begin with the analysis of 
one index number. 

(2) Each single index number necessarily spans two dates 
and thus requires the time reversal test but not the circular 
test. 

(3) After the individual index number has been analyzed, 
the question is in order whether an index-number formula 
which is best for comparing two dates is or is not best for the 
series. In this branch of the study I did not deny that, 
theoretically, some adjustment of the mutually inconsistent 
year-with-year indexes should be made. I even showed (p. 
417) that, for a series of three specific years, it is possible to 
construct index numbers which fulfill the circular test without 
surrendering the time reversal and factor reversal tests. Un- 
fortunately, these formulae are too cumbersome to use. 

As to practical procedure the difference between us is, 
likewise, small. In fact, the formulae which are best for year- 
with-year comparisons practically meet the circular test any- 
way. Moreover, because of the lack of complete data, we 
usually have little choice but to use the formulae, like Las- 
peyres’, which Young approves. In my own weekly index, 
now published in the newspapers, this formula, slightly 
adapted to increase the speed of computation, is employed. 

The only essential difference between us as to his remarks 
on pages 346-347 is in his foot-note on page 347, in which he 
includes (as I do not) the ratio of averages of prices under 
true index numbers in order to score an exception to my state- 
ment that all index numbers meeting the circular test have 
constant weights. In the same foot-note he states, mistakenly 
as the record shows (Index Numbers, p. 289), that the geo- 
metric index number is such an exception. 

Also, on page 344, he refers approvingly to the ratio of 
weighted geometric averages of prices, when geometric 
averages with changing weights are used, overlooking the 
fact that they are indeterminate. He seems willing to be 
beguiled, at every opportunity, by ratios of averages. 
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My conclusion that, practically, in the absence of any 
knowledge of weights, the simple median is a slightly better 
substitute for the ideal index number than is the simple geo- 
metric was not proved, as Professor Young and Professor 
Bowley have pointed out. I thought I had myself sufficiently 
emphasized the fact (Index Numbers, p. 262) that this con- 
clusion is only tentative and requires more statistical study to 
decide. I hope others will make the necessary study. 

As to Professor Young’s favorable comments, I need not 
detain the reader. I accept them with pleasure. It is a special 
pleasure to find him accept all of my main conclusions. He 
gives his support (Q.J.Z., p.360) to Walsh, myself, and others, 
in discarding the “probability” view of index numbers, by 
which the deviation of each price relative from the mean is 
regarded as analogous, in any serious sense, to errors of meas- 
urement. He agrees (pp. 360, 361) to my conclusion that a 
perfect index number is theoretically unattainable, yet 
practically attainable. He recognizes the importance of 
eliminating bias, both type-bias and weight-bias. This is the 
first and most important step in index number reform. In 
fact, the only real obstacle now preventing the universal 
adoption of good formulae is the tendency of those now com- 
mitted to biased forms to defend them and condone or deny 
the existence of bias. He accepts the conclusion that the 
irreducible minimum of formula-error is so small as to entitle 
the index number to claim rank as an instrument of precision. 

He repeats (p. 363) his acceptance of the “ideal” index 
number as “beyond much doubt, the most accurate single 
index number of the movement of prices between any two 
years.”” He gives no support to the common false belief that 
one formula is best for one “purpose” and another for an- 
other. 

These are not, of course, the only points of agreement be- 
tween us, but they are the fundamental ones. Our only 
points of disagreement appear to be less important and less 
fundamental, and I, for one, expect that these will diminish, 
if not disappear, by mutual concessions. In fact, it would 
seem that such discussions as Professor Young’s, Professor 
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Persons’s, Professor Bowley’s, the Statist’s, and the present 
article mark the approach of the end, to all intents and 
purposes, of the age-long controversy over index number 
formulae. 
Irvine FisHEr. 
Yate UNIvErsiry. 





THE OLD AMERICANS IN 1920 


Any attempt to calculate the number of persons resident in 
the United States in 1920 who were wholly or in part de- 
scended from those resident here at the time of the adoption 
of the Constitution involves a large amount of assumption. 
There are two methods of approach: either to ascertain as 
closely as possible the number of immigrants and their de- 
scendants, and deduct from the population in 1920; or else 
to try to trace the parentage of the present population by 
working backward through the censuses. 

Owing to the peculiar age-distribution of the immigrants, 
and the peculiar conditions under which most of them lived, 
it is difficult to obtain even an approximate estimate of the 
number of immigrants and their children who survived long 
enough to perpetuate themselves. Moreover there are no 
records of the number of immigrants before 1820, and those 
kept before 1830 were very defective. Mr. W.S. Rossiter, in 
the Census monograph, “ Increase of Population in the United 
States,” has recently estimated by this method that in 1920 
there were 47,330,000 persons in the United States who were 
descended from white persons residing here in 1790. This is on 
the assumption that there was no intermarriage with foreign 
arrivals; to the extent that such intermarriage took place, the 
number of pure-blooded descendants must be decreased and 
the number of part-descendants correspondingly increased. 
It is also assumed in this calculation of Mr. Rossiter’s that 
the rate of natural increase is the same for native and foreign 
stock. By using other and somewhat different data he ob- 
tained, on the same assumptions, totals of 47,370,000 and 
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46,850,000. The close agreement of these three estimates he 
regards as good evidence of their accuracy. Mr. Rossiter also 
made two other estimates, of 46,250,000 and 46,200,000 
respectively, by using the growth of the native element in the 
South as a standard, and by using the number of natives of 
Massachusetts who had native grandparents similarly as a 
standard for the whole country. 

All of these estimates I believe to be too high, and for the 
following reasons. In the first place, Mr. Rossiter has as- 
sumed that the rate of natural increase of the foreign stock 
and of the native stock is the same. Altho it may be true that 
the second generation of foreigners does not propagate any 
faster than the natives, that is certainly not true of the first 
generation, even making all possible allowance for their high 
death-rate. Secondly, the number of native-born children of 
foreign parents here in 1850, which he estimated at less than 
500,000, was over 1,400,000. This is proved by the 1890 
census figures relating to natives, of forty years of age and 
upward, who are recorded as of native or foreign parentage. 
Over two fifths of the natives of the United States who were 
counted in 1850 survived to be counted again in 1890; it is 
perfectly reasonable to assume that the proportions of the 
survivors who had native or foreign parents respectively cor- 
respond to the proportions of the whole body of natives in 
1850. In order to obtain an accurate figure for the proportion 
of native and foreign parentage in 1850 I have divided the 
survivors into age-groups of five years each, and weighted 
each group in accordance with the distribution by years of 
birth of the white population in 1850 (see Table I). It appears 
from this calculation that over 8.2 per cent of the native 
whites in 1850 were of foreign or mixed parentage. But it is 
certain that the native whites average much younger than the 
foreign whites. The census of 1870 is the first to distinguish 
natives from foreign-born in the statistics of ages; a compari- 
son with this census, and with the census of 1840, shows that 
the age-distribution for 1850 must be modified by increasing 
the percentages under twenty years of age and decreasing 
those over twenty, with the result that the percentage of the 
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TaBLE I. — Proportion oF Native WHITES BORN IN SPECIFIED 
PERIODS WHO HAD NATIVE PARENTS, ACCORDING TO THE 


1890 Crensus 
Period Per cent Period Per cent 
Before 1790 90.4 1840-1845 88.5 
1790-1795 91.9 1845-1850 85.7 
1795-1800 92.7 1850-1855 80.0 
1800-1805 93.5 1855-1860 74.2 
1805-1810 93.8 1860-1865 71.2 
1810-1815 94.2 1865-1870 70.3 
1815-1820 94.5 1870-1875 68.9 
1820-1825 94.3 1875-1880 70.9 
1825-1830 94.1 1880-1885 71.2 
1830-1835 93.0 1885-1890 70.2 
1835-1840 90.9 


total number of native whites who were of foreign parentage 
is ascertained to be 8.4, the absolute number being 1,440,000. 
In all these calculations I have reckoned persons born in the 
United States before 1790 as of native parentage; if they were 
to be counted according to their real parentage, this last 
figure would be about 1,510,000. In addition there were, as 
Mr. Rossiter estimates, some 500,000 natives with native 
parents but foreign grandparents. On the basis of these 
figures Mr. Rossiter’s method would give a total of only 
45,100,000 for the number of persons or “statistical equiva- 
lents” in 1920 who were descended from settlers arriving in 
this country before 1790.! 

Mr. Rossiter’s supplementary estimate of 47,370,000, 
based on the assumed number of foreign stock in 1820, must 
similarly be corrected, for 5.8 per cent of the natives who 
survived from 1820 to 1890 were children of foreigners, which 
means, assuming a normal age-distribution, that there were 
in 1820 about 400,000 native whites born since 1790 of foreign 
parents. As there was practically no immigration between 

1, In reckoning the number derived from native whites of foreign or mixed parentage 
I have adopted Mr. Rossiter’s figures for rates of increase, but have deducted 1,031,000 
from the number enumerated in 1870, to avoid duplication, as the 1,440,000 natives of 
foreign parentage present in 1850 would be represented by that number of survivors in 


1870, assuming that their average age and death-rate were the same as those of the total 
white population. 
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1775 and 1790, it seems likely that most of these foreign 
parents had arrived in this country since 1790. I think we 
may count 320,000 of these as children of foreign parents 
arriving since 1790. There were also the survivors of about 
234,000 persons who had immigrated since 1790 — at least 
100,000 of them since 1810.2 There must have been in 1820, 
native and foreign together, at least 500,000 persons of 
foreign stock against Mr. Rossiter’s estimate of 275,000. 
Assuming 500,000 to be correct, the number of persons of 
native stock in 1920 would be, by this method of calculation, 
46,280,000. 

Mr. Rossiter’s other supplementary methods, using the 
number of persons in Massachusetts in 1905 who had native 
grandparents, and using the rate of natural increase among 
southern whites, are, as he admits, wrong in principle, for 
there is no reason to believe either that Massachusetts in 1905 
is representative of the whole country in 1920, or that the 
rate of increase in the southern states bears any fixed or 
ascertainable ratio to the rate of increase in the country at 


2. For his estimates of the number of foreigners and their children in this country in 
1850 Mr. Rossiter relies on the Compendium of the Seventh Census, and for the number 
of immigrants between 1820 and 1850 he accepts the official figures. Between 1790 and 
1820 he assumes 180,000 immigrants, and calculates their natural increase at the rate of 
33.3 per cent every ten years. This rate is less than that of the population as a whole, 
but the immigrants must have been more prolific than the natives, for they were doubt- 
less much more largely within the reproductive ages. There were also contemporary 
observers who made iderably higher estimates, and who stated, and in some cases 
proved, that the official immigration figures were very defective, especially before 1830. 
Cf. George Tucker, Progress of the United States, p. 88; Eighth Census of Population. 
p. xxxix; Abstract of the Seventh Census, pp. 131-133; J. Chickering, Immigration 
into the United States. Tucker and Chickering agree that the number of immigrants 
between 1820 and 1830 equaled or slightly exceeded 200,000 altho the official figure was 
135.986; their estimates for the period 1830-40 are 631,417 and 778,500 respectively, 
against an official total of 589,370. The difference is mainly due to arrivals by way of 
Canada. As for the number who arrived before 1820, Mr. J. L. Leonard, in an unpub- 
lished thesis referred to by Professor Fairchild in his book on Immigration, p. 53, came 
to the conclusion that there must have been 325,000 of them between 1776 and 1810. 
The common estimates of 225,000, 234,000, and 250,000 for the period 1790-1820 are 
based mainly on the opinions of Blodget, Seybert, and G. Tucker. Chickering’s estimate 
was three or four times as large. The number of immigrants and descendants of immi- 
grants in 1850 was estimated by the Superintendent of the Census to be 4,304,416 
(Abstract of Seventh Census, p. 133), of whom the immigrants were 2,241,000, their 
descendants 2,063,000. My estimate, based on the census of 1890, as explained in the 
text, is 1,440,000 native children of foreign parents, to whom I add 500,000 for 
the native grandchildren of foreigners, and 2,241,000 immigrants as reported by the 
census. 
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large. For these reasons I have adopted an entirely different 
method of calculation. 

The method I have preferred is to take from the census the 
number of native whites of native parentage in 1920 and cal- 
culate the number who had native grandparents, on the as- 
sumption that the parents of the natives recorded in 1920 as 
having native parents were themselves divided into natives 
of native parentage and natives of foreign or mixed parentage, 
in the same proportion that was shown in the census of 1890 
for all native whites. The number thus ascertained is further 
reduced by applying the proportions of native and foreign 
parentage in 1860. Since these are not given in the census of 
1860, they are ascertained by taking the returns in 1890 of 
white natives thirty years of age and over, all of whom of 
course were living in the United States in 1860, when they 
formed nearly two thirds of the total native white population. 
Each five-year age-group is given a weight corresponding to 
its importance in 1860. The result of this calculation is again 
reduced in accordance with the proportions of native and 
foreign parentage in 1830 and 1800. These multiplying fac- 
tors can likewise be derived from the census of 1890, using the 
proportion existing at that date among natives of sixty and 
up and of ninety aud up, but the last factor is derived from 
only 16,771 survivors, and is very probably too low. The 
native-born children of immigrants naturally average 
younger within the five-year age-groups than the children of 
natives, and consequently have a better chance of surviving 
to be counted for the eighth or ninth time. Another thing to 
consider is that some of the foreign-born parents of the na- 
tives here in 1800 had immigrated before 1790 and are there- 
fore to be classified as natives for the purposes of this analysis, 
even if their children were born after 1790. Consequently 
instead of 97 per cent, the figure derived from the 1890 census, 
I have used 98 per cent, a guess that seems justified by all the 
available evidence. For the same reasons I have used 97 per 
cent for 1810, 96 for 1820 and 95 for 1830. By the use of 
this method, on the basis of the data presented in Tables II 
and III, I estimate that the pure-blooded descendants of 
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white residents of the United States at the time of the census 
of 1790 numbered, in 1920, 35,610,000, and the full or part- 
descendants not more than 43,790,000. The “equivalent 
persons” would number not more than 39,700,000. The cor- 
responding figures for 1910 would be 33,950,000 of unmixed 
descent, and not over 40,600,000 part-descendants; for 1900, 
29,730,000 and 35,530,000. 

TaB.e IJ. — Proportion or Native Wuirtes RESIDENT IN THE 
Unirep Srates at Speciriep Dates wHo HAD NATIVE 
PARENTS, OR’ WHO WERE BORN BEFORE 1790. From 
Census or 1890, CorREcTED FoR AGE 

Year 1800 1810 1820 1830 1840 1850 1860 
Per cent 97.0 95.9 94.9 94.9 93.7 91.6 87.3 


Tasie III. — NumBer AnD Proportion or Native WHITES 
HAVING NaTIVE PaRENtTs, oR ONE NaTIVE AND ONE 
ForEIGN PARENT 











Year 1870 | 1880 | 1890 1900 1910 1920 
Native whites of native parentage 40,949,000 |49,489,000 | 58,422,000 
Native whites of mixed parentage 5,014,000 | 5,982,000} 6,992,000 
Percentage of native whiteswho {81.0*/78.1°| 75.0 72.3 72.4 72.0 
had native parents ........... 81.31|77.43 
Sa. of native whites who 
one native parent . 4.1t| 5.2%) 7.4 8.9 8.7 8.5 























* From census of 1890, corrected for age. 
} The official report for 1870 Sauieees a very small number of colored persons. 
Estimated in report of 1880 census, from returns for thirty-five states. 


These estimates have been made with as little use of arbi- 
trary assumptions as the data will permit. They are subject 
to a wide margin of error, for many reasons, of which the fol- 
lowing are the most important: (1) the number of children 
per marriage among the children of natives has been, since 
1850 at least, considerably less than among the children of 
foreigners, and it is impossible to ascertain to what extent this 
is counteracted by the smaller proportion of native-born 
children of foreigners who marry, and by the greater death- 
rate among their children. (2) There is no way of finding out 
what proportion of the natives of mixed parentage have a 
native parent who is really of native ancestry, and not merely 
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a native born of foreign parents himself. The proportion of 
real mixed marriages is doubtless much smaller than is as- 
sumed in the preceding calculations. On the other hand, no 
allowance has been made for the children of mixed marriages 
who died before 1870, since the census of 1870 is the first that 
gives any information on this point. Probably the number 
of persons of mixed parentage who have been erroneously 
counted as native stock exceeds the number omitted who 
should have been counted. (3) Thirty years is now possibly 
too short a period to allow for a generation,’ and almost cer- 
tainly too long for the period before 1850; moreover the 
length of a generation is very likely less for some groups than 
for others. As a result of these considerations the estimates 
given have a wide margin of possible error. Nevertheless I 
feel confident that the estimate of 35,610,000 for the number 
of persons wholly descended from those residing here in 1790 
is accurate within 10 per cent. 


Rurus 8S. Tucker. 
HarvarD UNIVERSITY. 





THE ELIMINATION OF THE PAPER MARK 
AS STANDARD OF VALUE 


THE depreciation of the mark has led to the elimination of 
the paper mark as the standard of value in various depart- 
ments of German economic life. At first the price of the dol- 
lar was adopted as the substitute; then the prices of certain 
important goods or classes of goods, the cost of living, and 
other standards of like character. Payments, it must be 
remembered, continue to be made in paper marks. 

The dollar (sometimes also the English pound, the Dutch 
florin, or the Swiss franc) was adopted in the first instance by 
the firms engaged in foreign trade, who realized as early as 
1919 that by keeping to the depreciated and fluctuating mark 

3. If it be assumed that forty years is the length of a generation rather than thirty, 
the number of full descendants of the 1790 population was, in 1920, 41,890,000; the 


ber of part-d dants, 50,040,000; “statistical equivalents,” 45,965,000. Such 
an assumption is obviously untenable. 
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they gave every business transaction the character of a fool- 
hardy speculation. Gradually, reckoning in foreign currency 
spread farther. It penetrated from commercial into industrial 
business, where it was at first adopted by the trades using for- 
eign raw materials. At present, dollar reckoning is used more 
or less openly in almost the entire wholesale trade, including 
the farmers, who base the prices of grain and other agricul- 
tural products in the main on the rates of foreign exchange 
without regard to cost of production. Finally retail trade has 
also gone “with the times,’ and this not only under cireum- 
stances where its close connection with wholesale trade com- 
pelled it to conform to wholesale usage, but even where it was 
free to do as it pleased. Thus a well-known second-hand 
bookseller recently distributed among his customers a catalog 
prefaced by the following statement: ‘The prices of this 
catalog are quoted in gold marks. The prices in paper marks 
may be calculated by multiplying the original prices by 
the gold premium in use in the customs of the Empire at the 
time of payment. This can be easily ascertained through the 
medium of a bank or from the daily papers.”’ 

This gold premium in the German customs duties was in- 
troduced on August 1, 1919, for the purpose of adjusting the 
amount of the duties in paper to the varying value of the 
mark, thereby to stabilize as far as possible the revenues of the 
Empire from that source. Why the bookseller chose the cus- 
toms gold premium as basis for his catalog prices (the catalog 
was sent out in the middle of February) will be readily under- 
stood when it is remembered that this premium, after having 
for some time remained below the dollar standard, was raised 
only on January 31 to 323,400 per cent, when the value of the 
dollar was 11,700 times as high as before the war, while it was 
again raised on February 7 to 474,900 per cent, and on Feb- 
ruary 14 to 709,900 per cent, altho the price of the dollar was 
then only 5600 times that of 1914. His joy, however, was 
short-lived, for the premium was again reduced to 595,400 
per cent on February 21, and on March 28 it had fallen to 
509,400 per cent. Of course there was no reason whatever 
why the price of old books should be multiplied by 7100 in the 
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middle of February, any more than there was that the same 
books should be sold 28 per cent cheaper six weeks later. As 
the cost of living hardly changed at all from the middle of 
February to the end of March, it would have been fairer to 
calculate the price in paper marks; the calculation on the 
basis of the arbitrary gold premium proved a harebrained and 
totally unsuccessful speculation. It should be added that 
other tradesmen, who shortly afterwards fixed the prices of 
their goods in foreign currencies, also for the most part made 
a very bad speculation; for whereas the value of the dollar 
was (on April 15) about the same as between January 17 and 
26, and very much lower than between January 27 and Feb- 
ruary 23, the cost of living by April became twice as high as 
three months before, and the cost of production of most 
goods rose in about the same proportion. 

The experience that the interior value of the mark after all 
differs greatly from that of the rates of foreign exchange has 
accordingly led to the adoption of other standards of value, 
especially in the search for a standard as a basis for loans. It 
is true that in this case also the first expedient thought of, 
when loans in paper marks became less and less popular as an 
investment, was the payment of the interest and the repay- 
ment of the capital in foreign currency or the equivalent of 
such. Indeed, this is the basis on which the government of the 
Empire in the spring of 1923 issued a loan with such indiff- 
erent success. The communities, industrial companies, etc., 
which took the lead of the government in this respect, have 
discarded the dollar as a standard of value and have issued 
rye, coal, and wood loans. Subscriptions on such loans were 
to be paid in on the basis, for example, of the actual price of 
rye at the time; interest is also paid and the principal re- 
funded on the basis of the price of rye at the date at which the 
payments are due. 

These loans were in great favor with the public. Neverthe- 
less the course of their quotations on the exchanges has al- 
ready proved that they are not really stable in value, but on 
the contrary — not to speak of the rise and fall of the price of 
the goods serving as basis — are subject to at least as great 
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fluctuations in their quoted prices as ordinary loans in coun- 
tries with a sound-money standard. Loans issued on the 
basis of the value of certain goods can never be anything more 
than an inadequate substitute for loans in a currency with a 
high and regular value, if only for the reason that the price of 
the goods serving as basis may be influenced by financial 
measures of the government (coal tax, corn duty) to such a 
degree that investments in the securities will invariably en- 
tail considerable risk to the investor. Here and there the 
attempt was made to overcome this disadvantage by fixing 
the subscription price at a very low figure. Thus the Munic- 
ipal Council of Breslau published the following advertise- 
ment in the papers on the Ist of April, 1923: 


Capital City of Breslau, 6% loan in coal values, safe investment for 
trust money, to the amount of 100,000 tons of coal in gold (Lower Siie- 
sian washed round candle-coal I, out of the Fiirstensteiner mines, at pit 
mouth, including taxes) for the purpose of developing the water-power 
driven electric works and the plant connected therewith. The subscrip- 
tion price is 60,000 marks per 1000 kg. 


The smallest denominations in the loan were for the amount 
of 500 kilograms. The investment offered the subscribers the 
temptation that the actual price of 1000 kilograms of the 
above coal was 123,780 marks — fully double the subscription 
price. 

In other cases the authorities or corporations issuing loans 
undertake themselves to bear the risk of changes in the taxa- 
tion of the goods serving as basis, in order to diminish the risk 
of loss to the subscriber. Thus the provincial bank of West- 
phalia published an advertisement, also in the papers of the 
Ist of April, beginning as follows: 


Subscription to the 5% Westphalian coal loan issued by the West- 
phalian provincial bank, guaranteed by the province of Westphalia, 
safe investment for trust money, in securities of 1 and 5 tons of West- 
phalian coking rough coal (at producer’s price, that is, at the syndicate 
price, minus coal tax, turn-over tax, and other additional burdens). 

Subscriptions will be received up to April 12, at a subscription price 
of 89,000 marks per ton. 
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It is significant of the wide spread of the difficulties pro- 
duced by the fluctuations in the value of the paper mark that 
the attempt to eliminate it has been made at the same time in 
a quite different department of economic life — in the pro- 
fessions. Teachers, for example, have asked the price of two 
loaves of bread as a remuneration for private lessons, physi- 
cians the price of three loaves for a visit. 

In Austria the idea of regulating wages according to the 
price of certain staple articles of food was suggested early. As 
long ago as December 18, 1919, the National Assembly of 
that country passed a law providing for all state officials and 
employees increases of salary on a sliding scale based on the 
cost of living. At the end of each month the price of a ration 
of flour, bread, fat, and sugar defined by law was to be ascer- 
tained, and the increase in price of the ration since October 31, 
1919, calculated. To this increase a supplement was to be 
added of 75, 60, and 45 per cent, according to the class to 
which the official belonged. The resulting sum represented 
automatically the addition to the salary proportionate to the 
increased cost of living, and was paid for the official himself, 
his wife, and each child. 

This Austrian arrangement, as at first enacted, was totally 
inadequate; for, as I calculated at the time, the expenditure 
for the ration of flour, fat, bread, and sugar defined by law 
constituted only about a fifteenth of the minimum cost of 
living. The system, however, was in course of time so far 
perfected that a complete adjustment, at least in theory, of 
salaries, wages, and pensions to the varying cost of living can 
be said to have been realized by payment on the basis of the 
“index.’’ The same system was adopted in 1921 for work- 
men’s wages in the most important branches of Austrian 
trade and manufacture. At first the index was calculated by 
different methods in different trades, and this of course led to 
difficulties. Finally the employers and employees agreed to 
adopt universally as basis the index calculated on the 15th of 
each month by the commission appointed under the law of 
December 21, 1921, which abolished state aid towards the 
purchase of food stuffs. The commission is composed of em- 
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ployers and workmen in equal numbers. The index comprises 
food, clothing, rent, heating, and lighting, and is published 
regularly in the ‘Communications from the Federal Office for 
Statistics.” It would be a mistake, however, to think that by 
this arrangement a perfect adjustment of the wages to the 
falling purchasing power of the crown was realized. This 
could hardly be the case, if only because of the circumstance 
that the index was calculated on the 15th of each month for 
the preceding month; thus, for the 15th of August, 1922, on 
the basis of the prices quoted from the 15th of July to the 14th 
of August. The increase (in this case 124 per cent) did not 
take effect on wages before the end of the month (August). 
In addition, the effect of the rise in the index was frequently 
lessened by special agreement. Thus the additional pay of the 
metal workers, which in May, 1922 was 662 per cent of the 
addition for October, 1921, if the true figure of the index for 
the respective months had been employed as basis, ought to 
have been raised in June to 1213, in July to 1734, and in 
August to 4000 per cent of the addition for October, 1921. 
But by agreement between the Vienna association of manu- 
facturers and the met«l workers union, the additional pay 
was fixed at 1000 per cent at the end of June (instead of 1213 
per cent), at 1450 per cent at the end of July (instead of 1734 
per cent), and at 3300 per cent at the end of August (instead 
of 4000 per cent). 

In Germany systematic attempts to adjust the salaries and 
wages to the interior purchasing power of the mark have been 
made only in a few isolated cases. In negotiations con- 
cerning wages and the like it was generally considered suffi- 
cient to make a certain allowance for the enhanced cost of 
living, as expressed by the index numbers published monthly 
by the Statistical Office of the Empire. In Berlin for the most 
part the basis was the minimum cost of living according to 
the figures made out by me monthly, later half-monthly. But 
this was regarded as only one of the points to be taken into 
consideration, in addition to the general business conditions 
and the state of the labor market. 
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The adjustment of the revennes of the Empire to the depre- 
ciation of money was also conducted without a fixed plan. 
In the case of taxes, which took the form of a percentage of 
the price of the goods taxed, such as the duties on coal, wine, 
and transactions in real property, special measures were of 
course unnecessary. The customs duties are, as has been ex- 
plained, paid with a gold premium. The assessment of the 
property and income taxes was modified from time to time 
in a more or less arbitrary manner by raising the exempted 
minimum cost of living, and by widening the limits. between 
the classes of rates. The valuation of property was also 
carried out in a quite arbitrary manner. In most cases the 
pre-war value was taken as basis and very inadequate addi- 
tions made to balance the depreciation in money value, so 
that wealthy persons were unduly favored. On the other 
hand, in the assessment of the tax on unearned increment the 
price originally paid by the seller for the real property is in 
general adopted as basis; and consequently an enormous in- 
crease in value is assumed to have taken place, whereas in 
most cases the value of the property in gold has been enor- 
mously reduced. Another inadequate and amateurish expe- 
dient intended to compensate the depreciation of the mark is 
the regulation recently issued in connection with the imperial 
income tax, providing that in case of delay in the payment of 
the tax, 15 per cent of the amount overdue shall be levied for 
every calendar month completed or begun since the term of 
payment. Apart from all the intrinsic difficulties, political 
considerations have prevented the government from fully 
adjusting taxation to the depreciation of the money value. 
The same applies to the tariffs of the post and the railways. 

In conclusion I will note a method for eliminating the paper 
mark which has been adopted more from tactical than from 
substantial reasons. Since the beginning of 1923 it has be- 
come more and more common for industrial joint stock com- 
panies to declare their dividends in gold pfennigs, instead of 
paper marks, in order to make them appear less high. They 
prefer to say that they declare “only” 50 pfennigs in gold for 
1000 marks of stock than to admit that they distribute 250 
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per cent. In these arrangements they almost invariably treat 
one pfennig in gold as the equivalent of 50 marks in paper, 
corresponding to one dollar = 21,000 marks in paper, the 
rate of exchange about the middle of February, 1923. Here 
and there the rate of exchange of the dollar on December 31, 
1922, is taken as basis, and a gold dividend of yy per cent is 
declared instead of 200 per cent in paper. Occasionally the 
general assembly of a company adopts the price paid by the 
Reichsbank for gold as a basis, declaring for instance a divi- 
dend of 25 pfennig in gold at the price paid officially for gold 
on March 6, 1923. As the Reichsbank at that date paid 
42,500 marks in paper for a 10-mark piece, this amounts to a 
dividend in paper of 106} per cent. An imaginative managing 
board of a glass works even announced its dividend of 200 
per cent as being the equivalent of four soda-water bottles! 

In all cases, however, the dividend is actually paid in paper 
marks, regardless of the value of the paper mark at the date 
when payment is due. The reduction to gold value is there- 
fore merely a device for disguising a high paper dividend. Yet 
there are already companies here and there which pay their 
dividends in other terms. One distributed as dividend a 
five-dollar treasury bill of the Empire for every 10 shares; 
equivalent to about 1000 per cent in paper. 

These dividend figures are in themselves meaningless; 
their significance depends on the way in which the nominal 
capital is figured. A dividend of 200 per cent is very small if 
the company’s capital remains at the same amount as it was in 
gold before the war. It is very high if the company was estab- 
lished in 1922. As a matter of fact, some companies retain 
their pre-war capital, others have increased it somewhat; 
still others have swelled it to 100 or 1000 times as much as in 
1914. 

On the whole, it may be said that all attempts to eliminate 
the paper mark, whether in sales of goods, the issue of loans, 
or the payment of wages or dividends, have hitherto not 
yielded any permanently satisfactory results. Nothing else 
could have been expected. The miseries caused by the depre- 
ciation of money cannot be overcome by creating substitutes 
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for the depreciated currency. Permanent success can be 
achieved only by stabilizing the currency; and stabilization is 
possible, as need hardly be said, only on condition that the 
printing press comes to a stop, and that public expenditure is 
balanced by public revenues. 


R. R. Kuczynsk1. 


BERLIN. 
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. Municipal Administration. Half-course. Dr. Hanrorp and assistant. 


. American Governmental Structure, National, State, and Municipal. Half-course. 


. Topics in the Theory of Government. Professor HoLcomBeE. 


. Topics in European Government. Professor YEoMANs. 


. Statistics. Half-course. Mr. Buacketr assisted by Mr. WHELDEN. 
. Accounting. Half-course. Mr. ——. 


. Theories of Value and Distribution. Half-course.] 


. International Trade and Tariff Policies. Half-course. Professor Taussia. 


. Problems in Sociology and Social Reform. Half-course. Professor CarveE:t. 


For Undergraduates and Graduates 


Principles of Popular Government. Half-course. Professor HoLcomsBe. 
Elements of International Law. Professor Witson and assistant. 

National Administration of the United States. Half-course. Professor HoLcoMBE. ] 
Parliamentary Governmént. Professor YEOMANS. 

State Government in the United States. Half-course. Dr. Hanrorp. 

State and Local Administration in the United States. Half-course. Dr. HaANForRD.] 
Government of England. ] 

Colonial Government. 

Administrative Geography of the United States. Half-course. Professor Hart. 
People of the United States. Half-course. Professor Harr. 

American Diplomacy: Treaties and Foreign Policy. Professor Harr. 
Municipal Government. Half-course. Professor Munro and assistant. 





































Unions of Nations: ee Federal, and International. Professor Hart. ] 
American Constitutional Law. Professor Yeomans. 
Municipal Engineering Administration. Half-course. Professor WHIPPLE. 


Primarily for Graduates 


Roman Law. Professor McILwain. ] 
History of Political Theory. Professor McIuwatn. 


Professor Harr. } ’ , 

American Governmental Functions, National, State and Municipal. Half-course. 
Professor Harr. ] 

International Law as administered by the Courts and as observed in international 
negotiations. Professor WILSON. 

Selected Cases in International Law. Professor WiLson. 


CoursEs oF RESEARCH 


Topics in Municipal Government. Professor Munro and Dr. Hanrorp. 
International Law. Professor WILson. 


American Institutions — National and Diplomatic. Professor Hart. 
The League of Nations. Professor Hupson. 


ECONOMICS 


Primarily for Undergraduates 


Principles of Economics. Asst. Professor W1LL1aMs, Mr. BLAcKETT, and others. 
—— Thought and Institutions. Half-course. Asst. Professor A. E. 
ONROE. 
Theses for Distinction. Half-course (throughout the year). Members of the 
Department. 


For Undergraduates and Graduates 


European Industry and Commerce since 1750. Half-course. Asst. Professor 
Usuer, assisted by Mr. BoBrr. 

Economic History of the United States. Half-course. Asst. Professor UsHER. 

Money, Banking, and Commercial Crises. Professor Youna. 

Economics of Transportation. Half-course. Professor CunNINGHAM. 

Economics of Corporations. Half-course. Associate Professor Dewing. 

Public Finance. Half-course. 

Trade-Unionism and Allied Problems. Half-course. Professor R1rPiey. 

The Labor Movément in Europe. Half-course. Dr. MERIAM. 


Programs of Social Reconstruction. Half-course. Professor CARVER. 


Principles of Sociology. Professor CARVER. 
Economics of Agriculture. Half-course. Professor CARVER. 


Primarily for Graduates 
Economic Theory. Professor Taussia. 






History and Literature of Economics to the year 1848. Professor BuLLock. 





Modern Schools of Economic Thought. Professor Youna. 
Economic History since 1750. . Professor USHER. 
in the Economic History of the Nineteenth Century. ] 

Public Finance. Professor BuLLock. 

Economics of Agriculture. Half-course. Professor Carver. 

International Trade and Tariff Problems. Half-course. Professor Taussia. ] 

Problems of Labor. Professor Rip.ey. 

Public Ownership: <1 Theoretical, and Practical Aspects. Half-course.] 
. Public tion and Control of Private ladastry, with Particular Reference te 

Public ice Industries. Half-course.] 

Commercial Crises: Half-course. Professor Persons. 

Principles of Money and Banking. Half-course. Professor Youna. 

International Finance. Half-course. Asst. Professor WILLIAMS. 

Statistical Theory and Analysis. Asst. Professor Crum. 

Statistical Collection and Tabulation. Half-course. ] 
. Statistical Organization. Half-course.] 

Statistical Graphics. Half-course.] 


Course oF REsEARCH 


Economic Research. Professors Taussia, Carver, Rieter, Butiock, Youna, 
and Prrsons. 


SOCIAL ETHICS 
Primarily for Undergraduates 
A. Human Relations. Professor Caspor, Dr. CARPENTER and assistant. 


For Undergraduates and Graduates 


la. Social Problems and Social Policy: Treatment and Prevention of Poverty, Dew 
fectiveness, and Crime. Half-course. Associate Professor Forp and assistant, 
1b. Social ee and Social a %: Labor and Industrialism, Socialism, an 
Social Reforms. Half-course. Dr. CARPENTER and assistant. 
4a. oy of Race and Immigration in America: Americanization. Half. 
Dr. CARPENTER. 
[ 40. Problems of Race in America: the Negro and the Oriental Immigrant. Hal 
course. Dr, CARPENTER. ] 
7 hy 5. Philosophy of the State.. Half-course. Professor Hocxk1na. 
+o and other Interruptions of Working-class Income. Half-couresl 
r. CARPENTER. 
Rural Social Development. Half-course. Associate Professor Forp. 
Programs of Social Reform in Relation to Christian Ethics. Half-course. 
CaRPENTER. 
Theses for Distinction. Half-course (throughout the year). Members of 
Department. 


Primarily for Graduates 


[3. Criminology and Penolo Half-course. } 
Theories of Social orm in Continental Europe in the Nineteenth andy 
Twentieth Centuries, Half-course. Dr. CARPENTER. ] 
16. The Study of Character in Difficulties. Professor Casor. ; 
[19. Theories of Social Reform in England and America since 1832. Half-courst, 
Dr. CARPENTER. ] 


Courses oF RESEARCH 
20. Special Research. Professor Casor, Associate Professor Forp and Dr. Ca 


PENTER. 
20a. Seminary in Social Ethics. 


Descriptive pamphlets relative to the above-named courses for the year 19 
with circ ae ing admission to Harvard College and the Graduate Schools, may 
be obtained by applying to 


THE SECRETARY OF THE FACULTY OF ARTS AND SCIENCES, 
University Hall Cambridge, 


MARVARD UNIVERSITY PRESS 
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HARVARD ECONOMIC STUDIES 





Price 

. The English Patents of Monopoly, by William Hyde Price, Ph.D. $2.00 
. The Lodging-House Problem in Boston, by Albert Benedict Wolfe, Ph.D. $2.00 
. The Stannaries: a Study of the English Tin Miner, by George Randall Lewis, 
Ph.D. $2.00 

. Railroad Reorganization, by Stuart Daggett, Ph.D. 8vo. $2.50 
. Wool-Growing and the Tariff, by C. W. Wright, Ph.D. 8vo. $2.50 
. Public Ownership of Telephones on the Continent of Europe, by Arthur Norman 
Holcombe, Ph.D. 8vo. $2.50 


. The History of the British Post Office, by Joseph Clarence Hemmeon, Ph.D. 
8vo. $2.50 
. The Cotton Manufacturing Industry in the United States, by Melvin Thomas 
Copeland, Ph.D. 8vo. $2.50 
. The History of the Grain Trade in France, 1400-1710, by Abbott Payson Usher, 
Ph.D. $2.50 


. Corporate Promotions and Reorganizations, by Arthur Stone Dewing, Ph.D. 
$3.00 
. \The Anthracite Coal Combination in the United States, by Eliot Jones, Ph.D. 
$2.00 
. Some Aspects of the Tariff Question, by Frank William Taussig, Ph.D., Litt.D. 
$3.50 
. The Evolution of the English Corn Market from the Twelfth to the Eighteenth Cen- 
tury, by Norman S. B. Gras, Ph.D. $3.00 
. The Development of the Doctrine of Adaptation as a Theory of Social Progress, by 
Lucius Moody Bristol, Ph.D. $2.50 
. The Financial History of Boston, by Charles Phillips Huse, Ph.D. $2.50 
. Essays in the Earlier History of American Corporations, by Joseph Stancliffe 
Davis, Ph.D. 2 vols. Each, $3.00 
. The State Tax Commission, by Harley Leist Lutz, Ph.D. $3.25 
. The Early English Customs System, by Norman S. B. Gras. $4.00 
. Trade and Navigation between Spain and the Indies in the Time of the Hapsburgs? 
by Clarence Henry Haring, Ph.D. $2.75 
. The Italian Emigration of Our Times, by Robert F. Foerster, Ph.D. $3.00 
. The Mesta: A Study in Spanish Economic History, 1273-1835, by Julius Klein, 
Ph.D. $4 00 
. Argentine International Trade under Inconvertible Paper Money, 1880-1900, by 
John H. Williams, Ph.D. $3.50 
. The Organization of the Boot and Shoe Industry in Massachusetts before 1875, by 
Blanche Evans Hazard, A.M. $3.50 
. Economic Motives, by Z. C. Dickinson, Ph.D. $2.50 
- Monetary Theory before Adam Smith, by Arthur E. Monroe, Ph.D. (Jn press) 





HAitVARD UNIVERSITY PRESS 
30 Randall Hall, Cambridge, Mass. 





SCIENTIFIC PUBLICATIONS 


HARVARD UNIVERSITY 


Harvard Oriental Series. Under the direction of the Department of Indic Philology, 
Vols. I-X XX have been published. Several more volumes in preparation. 

Harvard Semitic Studies. Under the direction of the Committee of Instructors in 
Semitic Languages and History. Vols. III and IV have been published. Vols. I 
and II in preparation. 

Harvard Studies in Classical Philology. Edited by a committee of the Instructors in 
Classics. One volume published yearly. Vols. I-X-X XII have been issued. (Each 
volume includes several papers.) 

Studies and Notes in Philology and Literature. Under the direction of the Modern 
Language Departments. Vols. I-XI have been published. (Most of them are 
single monographs.) 

Harvard Studies in Romance Languages. Published under the direction of the Depart- 
ment of’ French and other Romance Languages and Literatures. Vols. I-IV have 
been issued. 

Harvard Business Studies. Four volumes have been published. 

Harvard Studies in Comparative Literature. Vols. I-VI have been issued. Severa 
others in preparation. (Monographs.) 

Harvard Studies in Education. Three volumes have been published. Several others 
in preparation. (Monographs.) 

Harvard Historical Studies. Under the direction of the Department of History and 
Government. Vols. I-XXV have been published. 

The Quarterly Journal of Economics. Under the direction of the Department of 
Economies. Vols, I-XXXVI have been published. Subscription, $5.00. . 

Harvard Economic Studies. Under the direction of the Department of Economies. 
Vols. I-X XIV have been published. 

Publications of the Bureau of Business Research. Twenty-nine Lulletins have been 
issued. 

Publications of the Bureau for Research in Municipal Government. Two volumes 
have been issued. : 

Harvard Studies in Jurisprudence. Published under the direction of the Faculty 
of Law. ‘Three volumes have been published. 

The Harvard Law Review. Edited by a board of students of the Harvard Law School. 
Vols. I-X XXII have been issued. Subscription, $3.00. 

Harvard Psychological Studies. Edited by the Harvard Psychological Laboratory, 
Vols. I-IV issued. (All reprints.) 

Publications of the Astronomical Observatory. More than seventy-five large quarto 
volumes of Annals have been published; Circulars; Silver Prints of photographs; 
Lantern Slides. 

Publications of the Museum of Comparative Zodlogy. Bulletins, fifty-six volumes} 
Memoirs, forty volumes, — have been published. Others are in course of publi- 
cation. For price list apply to the Director of the Museum of Comparative Zodlogy, 
Cambridge, Mass. (All monographs.) 

Contributions from the Zodlogical Laboratory of the Museum of Comparative Zodlogy 
are published in part in the Bulletin of the Museum, in part elsewhere. Two 
hundred and fifty-two numbers have been issued. (Reprints.) For information 
apply to Professor E. L. Marx, Museum of Comparative Zodlogy, Cambridge, 





Mass. 

Publications of the Peabody Museum of American Archaeology and Ethnology. 
Annual Reports, forty-eight numbers; Archaeological and Ethnological Papers, 
eighteen numbers; Memoirs, sixteen numbers published. Special Publications, 
For price list address Peapopy Museum, Cambridge, Mass. 

The Harvard Theological Review. Edited by a Committee of the Faculty of the 
Harvard Divinity School. Vols I-XV have been published. Subseription, $2.00. 

Harvard Theological Studies. Published under the direction of the Faculty of Divinity. 
Ten volumes have been issued. 

Bulletin of the Bussey Institution. Vols. I and II have been issued. Address the BussrY 
INSTITUTION, Jamaica Plain, Maas. 


UNLESS A SPECIAL PUBLISHER IS NAMED 
ORDERS SHOULD BE SENT TO THE 
HARVARD UNIVERSITY PRESS 
RaNnDALL HALit, CAMBRIDGE, Mass. 











